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Article Views ‘Essence’ of Socialist Society 

94C MOUOLYA Betying JINGJI SHEHUI T1IZHI BIJIAO 
[COMPARATIVE ECONOMIC AND SOCIAL 
SYSTEMS] in Chinese No 5, 10 Aug 93 pp 53-56 


{Article by He Hui (0149 0251): “New Understanding of 
the Essence of a Socialist Society.” The author is affili- 
ated with China People’s University] 


I 
[Text] 


Based on Comrade Xiaoping’s important southern tour 
speech, the 14th National Party Committee reiterated 
that the essence of socialism is to liberate the productive 
forces, develop the productive forces, eliminate exploi- 
tation, eliminate polarization, and eventually make 
everybody rich. This important theme unites the goal 
and the means. It expresses the fundamental task of 
socialism and also the goal of socialism. 


In the past, we have defended the socialist state- 
ownership system, distribution according to work, and 
the planned economy as essential characteristics of 
socialism. We want to compare the socialist system to 
the capitalist system on those bases. But they are not the 
essential differences between the two social systems, 
because capitalism also practises ownership by the state; 
in wage distribution, it also believes in the principle of 
more pay for more work, less pay for less work, and no 
pay for no work, and it too practises economic planning. 
The essential difference is whether there is exploitation, 
polarization, and whether wealth 1s shared by all. So far 
as the socialist goai is concerned, the state-ownership 
system, distribution according to work, and the planned 
economy are only means to achieve the goal, and relative 
to the goal, the ‘neans occupy a lower, subordinate 
Status. The existence and the realization of the means are 
secondary to the goal. Thus, as socialism develops, the 
means of achieving the socialist goal will also change. We 
must absorb and learn from the fruits of civilization 
produced by human society and make them our own 
creation so that we can attain the true essence of 
socialism. To think that these means are permanent is a 
viewpoint that does not meet the needs of the essence of 
socialism. 


Establishing the socialist goal will change the way we 
look at different matters. We cannot defend the means as 
our goals. It will be wrong to think that if we change the 
public-ownership system, change the method of 
achieving distribution according to work, or change the 
way of allocating resources, we will be changing the 
characteristics of socialism, changing the principles of 
socialism, or displaying bourgeois liberalization. Only if 
we treat these characteristics as means of achieving the 
socialist goal can we let the socialist goal shine again and 
fully bring out its hidden superiority, and only then can 
we promote the development of the productive forces 
and make room for the restructuring of the economic 
system. 
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Treating the state-ownership system, the system of dis- 
tribution according to work, and the planned economic 
system as means to achieve the socialist goal in no way 
debases the objective meaning of their existence. It does 
not invalidate the law that says the production relation- 
ship is determined by the standard of the productive 
forces, but it does mean that people have many choices 
in deciding how the nature of the productive forces may 
determine the production reijationship. As the produc- 
tive forces develop, the nature of the production rela- 
tionship will remain unchanged [as published], the 
actual form of relationship will also change, and the 
means of achieving the social goal will also change. 


China’s state-ownership system plays a determining role 
in destroying exploitation and establishing the socialis< 
system. In a certain sense, without the state-owne7zship 
system, there will be no socialist system. However, the 
State-ownership system is not a characteristic of the 
socialist production relationship. From the historical 
point of view, the state-ownership system is an ancient 
concept. It has existed since the birth of nations. Today, 
every nation has a state-ownership system; it is not 
unique to socialism. 


The state-ownership system takes the form of socialist 
public-ownership system, but strictly speaking, the 
socialist ownership system cannot be called a public- 
ownership system, because even a primitive commune, 
cooperative economy. or a partnership economy can be 
called a public ownership system. Public ownership is 
relative to private ownership. It is inaccurate, nor 1s it 
scientific, to treat it as a socialist ownership system. It 
gives people the wrong impression that if it is public 
ownership, it is socialistic, and so people may go after 
everything “large in size and collective in nature” and 
even defend a public ownership system that cannot feed 
the people or keep them warm as if it were socialism 
itself. This in fact «s contrary to the goal of socialism; it 
hampers the development of the productive forces and 
prevents the people from getting rich. Marxism believes 
that the socialist ownership system is not any public 
ownership system but is a social ownership system. It is 
a system compatible with socialized greater production 
and is an ownership system built on the foundation of 
socialist greater production. The unification of social- 
ized greater production and social possession becomes a 
socialist society; it guarantees wealth for everybody. At 
this stage where the state 1s continuously gaining strength 
and being perfected, we must separate the ownership 
system from the state to gradually create a social owner- 
ship system. All we have to do 1s to separate the 
ownership system from the state and make that the 
general direction of the reform of the ownership system. 
As for how to make the transition from the state- 
ownership system to the social ownership system, 
through what process and when, will be decided when we 
reach that point. There 1s no ready-made prescription. 








iw 


The principle of distribution according to work, as a 
socialist principle of allocation of personal consumer 
goods, should be affirmed, but the way that distribution 
is achieved must be reformed. 


First. there 1s the question of whether labor 1s a com- 
modity. Those who object to treating labor as a com- 
modity say that the commercialization of labor belongs 
in the realm of capitalistic economics; it takes on an 
employment-exploitation relationship, which 1s some- 
thing socialism cannot accept. However, the reality of 
socialist reform of the labor wage system clearly is 
moving in the direction of commercializing the labor 
force. For example. we have smashed the iron rice bowl, 
implemented a contract system. allowed two-way selec- 
tion, and let enterprises themselves set wages and so on. 
They fulfill the principle of more pay for more work, !ess 
pay for less work, and no pay for no work. and they 
mobilize the workers’ enthusiasm, strengthen labor c.s- 
cipline. increase economic efficiency, promote the devel- 
opment of the labor forces, and facilitate the achieve- 
ment of the socialist goal. At the same time, to establish 
the market economy, we must put all factors of produc- 
tion into the market, and the labor force—one of the 
importani factors of production in the productive pro- 
cess—must enter the market: otherwise we cannot have a 
market economic system. If the labor force enters the 
market, it must become a commodity. 


Meanwhile. capitalist exploitation has nothing to do 
with whether labor force 1s a commodity. It has to do 
with the capitalists getting possession of, free of chzrge, 
the surplus value generated by the workers. Commerzial- 
ization of the labor force 1s but a means of gaiiing 
possession and 1s not possession itself. To turn the labor 
force into a commodity under socialist conditions, there 
will be no exploitation, primarily because the surplus 
value generated by the workers will not be privately- 
owned but is owned by society. It 1s a means to achieve 
the socialist goal. In other words, using the market 
mechanisms to regulate labor wages is more efficient 
than using planned allocation to achieve the socialist 
goal. We should not abandon the idea just because 
capitalism uses the same approach. 


Second, there is the question of whether the state’s use of 
market mechanisms to regulate labor wages will lead to 
unemployment and loss of control over the consumption 
funds. On the question of unemployment, it is unavoid- 
able under the conditions of a market economy. Social- 
ized greater production requires some mobility among 
the army of workers, and so structural unemployment, in 
particular, 1s necessary when adjusting to scientific and 
technological progress and the proper allocation of the 
factors of production. The law of competition and the 
law of elimination of the inferior by the superior in the 
market economy will also lead to some workers being 
eliminated by enterprises or some workers losing their 
jobs when enterprises go bankrupt. They are par for the 
course. From the socialist point of view, overt unem- 
ployment is preferable to hidden unemployment, 
because, first. workers getting paid by enterprises and 
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workers getting paid by society in the form of unemploy- 
ment welfare have different social implications. The 
latter generates a kind of psychological pressure and 
makes people value their jobs more. Second, among the 
workers, there are the employed and the unemployed. 
Those who are employed have some pressure that makes 
them worry about the future. and so they tend to be more 
diligent at work, have a stronger sense of responsibility, 
and comply with labor discipline. and these promote 
higher labor productivity. Third, unemployment forces 
some people to learn new skills. study more, and ra 
their own standards to make themselves more emp’ 
able. Therefore. a certain amount of unemploymer 
society has its positive side and should not be object 
to. Even if people object to it, it will still be there. 
because it 1s an objective, inevitable phenomenon in a 
market economy. Society's primary role 1s to prevent its 
adverse effects: One, unemployment must be kept at a 
level tolerable by society without undermining social 
Stability. Two, a social security system must be set up to 
take care of the unemployed, so that their basic needs are 
protected. Society should also train them and help them 
find work. But so long as this system is not ready, we 
must minimize open unemployment for the sake of 
social stability. 


On the question of controlling the increase in consump- 
tion funds, under the conditions of the market economy. 
there should be some radical changes. We have to make 
a transition from macro control of allocation to macro 
control of income. Under the market economy, distribu- 
tion is diversified. The state can no longer control the 
whole society’s distribution. State distribution 1s not 
equivalent to personal income: personal income 1s not 
equivalent to personal consumption. Distribution and 
consumption are no longer identical; instead, distribu- 
tion, income. and consumption are three links. and 
income is the key link. because all distributions, no 
matter through what channel. ultimately become per- 
sonal income, and income is the source of consumption 
funds. Under this situation. first. we must control 
income before we can control the increase in consump- 
tion funds and regulate the difference in income to 
secure social equality. Second, for the sake of efficiency 
and fairness, we should not put a ceiling on distribution. 
So long as the distribution is in line with the contribu- 
tion, no matter how much income a person makes, it 1s 
still reasonable. We should not make lateral comparisons 
of personal income. Only in this way can we motivate 
people to make more contributions, and only then can 
society see greater efficiency. We can later impose a 
personal income tax and use the tax rates to control the 
increase in consumption funds and use a progressive tax 
to regulate the income difference among individuals to 
achieve social equality. In this way, the market provides 
efficiency, and the state makes sure that everything 1s 
fair, and then both efficiency and fairness can be 
obtained. But there are conditions to decontrolling dis- 
tribution and controlling income: One, enterprises must 
have some self-restraining mechanisms; two, we must set 
up a society-wide tax reporting system. Otherwise. after 
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decontrolling distribution, we will not be able to control 
the consumption funds or achieve social equality. 


On the question of resource allocation, our attitude 
should be to adopt measures that are deemed most 
economical and most rational, and we should not worry 
about whether they are capitalistic or socialistic. In the 
past, we believed that the market economy would bring 
anarchy and economic crises and that the planned 
economy would completely overcome those defects. 
However, practice in society has proved exactly the 
opposite. Since World War II, the capitalist nations’ 
economic development has been comparatively stable: 
they have had no severe economic disturbances, but the 
socialist nations’ planned economies have been volatile; 
they have had recurri z severe economic cycles. This 
shows that the modern market economy is not like the 
market economy of the free competition era. Planning 
has been introduced to the modern market economy. 
State macro regulation and control and international 
economic cooperation and agreement have minimized 
anarchy; to a certain extent, the conflicts have been 
eased. The market economy itself has no special social 
attributes. Its primary function is to allocate resources 
and therefore it is suitable for capitalism as well as 
socialism. It is neither “capitalistic” nor “socialistic.” 


From the above, it 1s clear that what form the socialist 
ownership system takes, how distribution according to 
labor is achieved, and how resources are allocated are 
only means of developing the productive forces, raising 
the living standard, and achieving the socialist goal 
They are not the essence of socialism. These means 
revolve around the socialist goal and are constantly 
changing. In this way, they provide more room for 
maneuvering as the economic system is being restruc- 
tured. 


In my opinion, when we look at all socialist issues today, 
we must use the socialist goal as our criterion, which 
means we should make the liberation of the productive 
forces, development of the productive forces, elimina- 
tion of exploitation, elimination of polarization, and the 
eventual attainment of wealth for all people the yardstick 
against which all socialist undertakings are measured. 
Thus, when we analyze the structure of the socialist 
social-ownership system, we should look at it as a means 
to achieve this goal. The public-ownership system 1s the 
primary system, but there are other ownership systems, 
and the principal role of the public ownership system is 
not a quantitative concept, because it is impossible to 
determine the quantity. One, how do we assess the 
quality of the public ownership system, including the 
State-ownership system and the collective-owned 
system? Do we include stock-control under the share- 
holding system? Are civilian-run collectives public- 
owned? What about those that are privately-owned in 
fact but publicly-owned in name? Two, how do we define 
public-ownership in quantitative terms? Should we set 
the ownership at 51 percent, 70 percent, or 80 percent? 
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Or do we designate those economic sectors that control 
the nation’s economic lifeline as publicly-owned regard- 
less of percentage of ownership? Even if we set a 100 
percent ownership rate. should it be on a nationwide 
basis, or should all regions abide by the 100 percent 
figure? This quantitative relationship is difficult to 
ascertain s patially and ts also difficult to control tem- 
porally. Given the conditions of a market economy, the 
opening and closing of enterprises are routine occur- 
rences, and the industrial structure 1s constantly being 
readjusted. The law of elimination of the inferior by the 
superior will cause the actual percentage to deviate from 
the designated percentage. Thus, the public-ownership 
system as the principal system is impossible to define 
both quantitatively and qualitatively. It is not a practical 
concept and 1s but a philosophical jargon. It has political 
implications but no practical meaning. 


As I understand it, rnaking the public-ownership system 
the principal system in fact means making the socialist 
ownership system the primary system, and since the 
socialist ownership system 1s a means to achieve the 
socialist goal, any ownership system that can achieve the 
socialist goal can be deemed a socialist ownership 
system, no matter how we define that system and what 
we call it. For example. today, all civi lian-run enter- 
prises are deemed capitalistic in nature. Capitalism and 
socialism are mutually exclusive, and even if today’s 
policy is not going to change 1n a hundred years or even 
a hundred and one years, allowing them to exist today 1s 
but a measure of convenience. We fatten these enter- 
prises today, but one day. our policy will change, and we 
will slaughter them. Therefore, today, these enterprises 
are being discriminated against socially; they are treated 
as second-class citizens; they are not trea ted as equals 
under the law; there are many unreasonable restrictions 
imposed upon them. That is why some people quit their 
business as soon as they have enough money. They put 
the money in the bank and live on the interest. or they 
move their assets abroad and do not engage in produc- 
tion at home. Instead of putting their income into 
expanded reproduction, some people spend their money 
on consumption, such as building new homes. sprucing 
up their burial plot, indulge in conspicuous consump- 
tion, and eve n indulge in eating, drinking, prostitution, 
gambling, and drugs: they simply squander their money. 
This is bad for the individual, and it also has an adverse 
effect on society. These phenomena are caused by the 
quality of the people, but the uncertain policies and the 
people's feeling that they are not in control of their own 
destiny and that they are worried about their future are 
also factors. 


We should realize that in civilian-run enterprises today, 
many people are party-educated. They operate those 
enterprises not because they are motivated by personal 
gain, but because they have aspirations; they have lofty 
ideals. They want to contribute to society and realize 
their own value. They are not out to profit themselves. 
They are entrepreneurs who want to accomplish some- 
thing big. Although society treats them as private entre- 
preneurs, they look at things differently. They believe 
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that as Chinese entrepreneurs, they can bring credit to 
the Chinese nationality. For example, Mou Qizhong 
[3664 0366 0022], who obtained four large passenger 
planes from the CIS in an exchange, Wang Xianglin 
[3769 4382 2651], who made popular the penshibao 
[phonetic] while developing science and technology for 
agriculture; and Chen Jincha [7115 6855 0643], who 
bought six of the seven enterprises being auctioned off in 
Shanghai—they are all entrepreneurs of this type. They 
know very well that there 1s no future for capitalism in 
China, but if they want to do something big, and if they 
want to be good entrepreneurs, they must manage their 
businesses as their own, because only in that way can 
they run a good enterprise, unlike state-owned enter- 
prises where nobody is in charge. However, the above- 
described social environment often undermines their 
determination and makes it more difficult for them to 
realize their dreams. 


If we disregard the traditional viewpoint and look at 
matters from the point of the essence of socialism as 
suggested by Comrade Xiaoping, the nature of those 
problems will change completely. These enterprises 
share some common characteristics: One, they all help 
liberate and develop the productive forces. Some had 
only 300 yuan 1n capital when they started up, and today 
they have 700-800 million yuan. Their growth cannot be 
matched by the state-owned enterprises. Two, some of 
these enterprises follow the principle of distribution 
according to work; they never pay dividends, and there 1s 
no exploitation and no polarization. Their income is two 
to three times the per capita income of state-owned 
enterprises. Some enterprises have set up an internal 
shareholding system and distribute enterprise assets in 
the form of shares to their workers to increase enterprise 
solidarity and realize the central government's policy of 
letting a handful of enterprises and a handful of workers 
get rich first. Some enterprises pay tens of millions in 
taxes to the state. If the state-owned enterprises could 
reach this standard, China’s second-phase strategic goal 
would be realized soon. Three, who owns the stock rights 
to the surplus capital left over after enterprises install the 
shareholding system? There are two possibilities: One, 
when some people reach old age and can no longer work, 
they donate the money to set up a fund (Nande Group 
has donated 10 million yuan to build the Sichuan Nan- 
jian Soccer Club,) and society will erect monuments and 
write biographies tn their honor. If we take a step back, 
there 1s another possibility, and that is to allow them to 
leave their personal properties to their children. Society 
can impose an inheritance tax so that a large portion of 
the assets will be collected by society, and this will 
remain a social-ownership system. We should realize 
that these people have accumulated so much property 
and have contributed so much to the nation without 
requiring the state to pay anything. Their businesses are 
generating far more profit than the state-owned enter- 
prises. They are not exploiting anyone; there is no 
polarization, and they are making a contribution toward 
the ultimate sharing of wealth. These should be consid- 
ered in compliance with the socialist goal. They help to 
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develop the socialist productive forces, strengthen com- 
prehensive national strength, and raise the living stan- 
dard, and therefore they should be treated the same as 
the publicly-owned economy. In this way, one, we can 
eliminate some of the above-mentioned difficulties. so 
that these people feel that they are in control of their own 
destiny, and then many genuine entrepreneurs can be 
guided onto the socialist path to contribute to the 
development of the productive forces and eventually 
make everybody rich. Two, on the construction of 
socialism, we can also set up a united front. In other 
words, constructing socialism is not the duty of the 
State-owned economy and the collective economy, other 
economic components may contribute their share. In 
this way, socialist construction 1s no longer the exclusive 
right of the state-owned economy; other economies can 
participate in socialist construction so long as they meet 
the needs of the socialist goal. When enterprises compete 
in the market economy, they promote the rapid devel- 
opment of China’s economy. Three. when we say that 
private enterprises are also part of the socialist economy, 
we are not jumping from one extreme to another 
extreme; rather, it 1s because some people are still calling 
them by the “capitalist” or “socialist” names to define 
their nature; they stll look at and treat civihan-run 
enterprises as Capitalist enterprises. That is why we must 
stand up for them. On the other hand, we have con- 
cluded that they are socialist because there is no explot- 
tation in their economic relationship, and because they 
make everybody rich, and therefore they satisfy the 
essence of socialism; if is not mere flattery. If we had 
ignored reality and had usec the old definitions based on 
old concepts and had equated them to the capitalism in 
the early days of liberation, we would be forcing them 
into the capitalist camp. We would make them feel 
abused and feel great injustice. and that would not be 
good for socialist construction either. 


Economic Reform Must Propel Political Reform 


94CM00174 Beijing JINGJI SHEHUT T1IZHI1 BIJIAO 
[COMPARATIVE ECONOMIC AND SOCIAL 
SYSTEMS] in Chinese No 5, 10 Aug 93 pp 62-63 


[Article by Yu Bicheng (0151 4310 2052), Chairman of 
the Board, Zhengtai Industrial Company in Wenzhou 
City’s Cangnan County; CPC Branch Secretary. 
Cangnan Alliance of Indusirial and Commercial Enter- 
prises: “Thorough Economic Retorm Must Give 
Impetus to Political Reform”] 


[Text] China’s economic reform is at the crossroads. 
According to basic Marxist principles, any change 1n the 
economic foundation must be coordinated with the 
change in the superstructure. The restructuring of the 
economic system must be coordinated with political 
reform. Of course, in China, this is a change under the 
Communist Party’s own leadership, and therefore we 
can call it a brand new revolution. 


Today’s prominent problem is the chaotic financial 
system. It looks like an economic problem but at a 
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deeper level, it 1s a political problem. Today, some banks 
are on the verge of bankruptcy; even enterprises and 
citizens cannot withdraw their deposits. There are two 
root causes: One is that banks have always lent the 
money-losing state-run enterprises too much money; 
they have created a lot of bad debts. Two, some powerful 
organs, even some banks, are using their power to line 
their own pockets. They misuse loan funds to fatten their 
~.i4 wallets while refusing to make responsible invest- 
ments. These have also resulted in bad debts. 


For these reasons, the current method of raising the 
interest rates and offering inflation-proof savings to 
attract deposits only treats the symptom but does not 
cure the disease. When the term deposits mature, they 
must be paid back with substantial interests, and mean- 
while state-run enterprises’ losses and bad debts remain 
unresolved. What can be used to pay the depositors? 
Needless to say, we print money, or we resort to more 
new debts. 


The two main problems of the money-losing state-run 
enterprises and the use of power to seek personal gain 
ultimately are problems with the government’s miscon- 
duct. They are problems of the political system. When- 
ever political reform is mentioned, everybody backs 
away. Although reform has its difficulties, if we are 
determined, they can be overcome. Our county held a 
speech competition and a symposium on these issues. 
We can sum up everything into the following sugges- 
tions: 


1. Except for enterprises that truly generate social good 
and are incurring policy-based losses, other chronic 
money-losing state-run enterprises should shut down and 
undergo rectification, but the workers should continue to 
receive their basic wages to maintain social stability. 
However, shutting down production itself can save large 
amounts of social wealth. It reduces water, electricity, 
and raw material consumption, and it also stops the 
phenomena where enterprises are losing money while 
people are being wined and dined and giving out bonuses 
that cause tremendous loss in state assets. These money- 
losing enterprises can take the lead in implementing 
reform of the property rights system or can be auctioned 
off, or transformed through the shareholding system. 


2. Strengthen economic legislation. In the future, when 
banks extend loans, they must have enterprise assets as 
collateral or some kind of economic guarantee. They 
must not allow local administrative officials to act as 
guarantors. Borrowers who cannot repay their debts 
when due will have their assets taken away or auctioned 
off by the bank. This law should be stated explicitly in 
the books so that when the time comes, the courts can 
enforce it. Today, because laws and regulations are very 
fuzzy, lenders going after bad debts are limited to the 
assets stated in enterprises’ books, and some enterprises 
are taking advantage of this loophole by transferring 
funds to other accounts or turning them into private 
properties so they can default on the loans. To plug this 
kind of loophole, there should be explicit laws in the 
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future to hold the culprits criminally responsible. In this 
way, we can plug the loophole and, like in foreign 
countries, those who are criminally responsible will be 
release on bail or will be sentenced to jail until their 
debts are paid. 


3. Promote the public servant system and pay high wages 
to ensure honesty. If we have economic laws, we must 
also have a team of honest and law-abiding law enforce- 
ment officers. The most important among these are 
workers in the public security, procuratorial, legal, taxa- 
tion, customs, and industrial and commercial depart- 
ments. Currently, wages in those departments are too 
low, and many have to rely on the departments’ own 
“income” to supplement their inadequate wages. As a 
result, we find those who should enforce the law vio- 
lating the law to “generate income”: customs officers are 
lenient on “smuggiers”™ to “generate income”; some local 
police stations g0 easy On “pornographers” to “generate 
income,” and sowie policemen even enjoy “free ser- 
vices’; some tax and industrial and commercial depart- 
ment personnel depend on arbitrary tax reduction and 
exemption to “generate income,” so on and so forth. In 
short, these law enforcement personnel’s “income” 
exceeds by far the damages done to the state and society 
[as published], and they aiso ruin the party’s reputation. 
Based on the income level of the economically well- 
developed coastal regions, these law enforcement per- 
sonnel’s monthly income should be no less than 1,000 
yuan. Only then can we guarantee better quality workers; 
only then can the uniformed law enforcement officers 
attain the social status they deserve, and only then can 
they have a sense of pride. On the surface, paying them 
1,000 yuan in wages will add to the state’s financial 
expenditure, but if they can be relied upon to enforce the 
law, the state’s added financial income will exceed by far 
this kind of expenditure. Of course, because of the 
uneven economic development, we cannot raise the 
monthly wage to 1,000 yuan nationwide, but we can pilot 
the system among the contingent of law enforcement 
officers in the economically well-developed regions. 
After raising their wages on a trial basis, we must make 
stringent demands on the law enforcement officers. If 
they are found to be involved in corruption or bribery, 
they must be dealt with immediately and harshly; they 
must be dismissed so that those who must take off their 
uniforms will feel the social shame. 


4. Amplifvirg democracy begins with amplifying democ- 
racy within the party. Today, on the surface, the town 
chiefs, township chiefs, and county chiefs are democrat- 
ically elected, but in fact they are nominated by the 
higher level organs. This method must be changed. We 
must have democratic elections, beginning with demo- 
cratic elections within the party. In a democratic CPC 
election, the KMT will not be elected. Thus we can 
guarantee the CPC's ruling party status, and it will 
promote political stability. Today's situation is very 
different from that in the early days of the founding of 
the nation. In the early days, nothing could be said 
against those leading cadres who had gone through fire 
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and water in the war. But today. most leading cadres are 
in their 30°s and 40’s. They were born under the red flag, 
and they should have a chance to compete on equal 
footing. We should let the high quality, truly talented. 
and knowledgeable people be leading cadres. Today, in 
some towns and townships, many people become cadres 
by pulling on relationship or getting in through the back 
door; some even pay money to get jobs. In a handful of 
localities, it costs about 200,000 yuan to buy a town- 
chief job. Town and township chiefs serve a four-year 
term. In four years, they can make at least half a million 
to a mi/lion yuan. This even beats the old days when “a 
decade in government earns {00,000 taels of silver.” 


Furthermore, pulling on relationships and getting 
through the back door to become officials are dangerous 
practices. They give rise to factionalism within the party. 
In other words, if you want to keep your job you must 
build up your own faction, or conversely if you don't 
have your own backers, you cannot be an official. Thus, 
many factions develop within the party. If we hold 
democratic elections, we can eliminate these factions 
because only by getting majority support can people 
become officials, and those who rely on a handful of 
people playing factionalism will not be elected. In this 
way, only those who truly serve the people will become 
government officials. 


The Communist Party’s goal is to serve the people. 
Therefore, we should advocate democracy. There is no 
reason for us to fear democracy. Those who fear democ- 
racy are people who worry about not getting elected or 
not being able to get government jobs. We should begin 
by holding democratic elections within the party. We 
need not worry that the CPC will be toppled. By holding 
democratic elections, we can let those who have true 
ability and knowledge serve in government. 


Democratically elected town chiefs, township chiefs, and 
county chiefs should be paid high wages too. Based on 
the economically well-developed coastal regions, they 
should be paid at least 2,000 yuan. Their high wages 
should be visible; their houses and cars and other covert 
subsidies should be eliminated. If bribery or corruption 
1s discovered, they should be dealt with harshly. 


The collapse of the Communist Party in the former 
Soviet Union and Eastern Europe ultimately can be 
blamed on, first, corruption within the Communist Party 
itself and its loss of prestige among the masses, and 
second, factional struggles within the party. The truth is 
that the Communist Party was not toppled by someone 
else; it caused its own downfall. We must seriously learn 
from their bitter lesson. 


The above suggestions are all feasible or at least they can 
be tried in towns and townships in the well-developed 
coastal regions. Their experiences can then be summed 
up and propagated nationwide. 
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Enterpreneurs Denied Party Membership 

94C M0017B Beijing XUEXIT YU YANJIU [STUDY 
AND RESEARCH] in Chinese No 18, 15 Sep 93 
pp 23-24 


[Article by Fan Ping (5400 1627): “The Principle of 
Excluding Owners of Private Enterprises From the Party 
Is Immutable”™] 


[Text] As the socialist market economy develops, 
whether we should continue to uphold party member- 
ship standards has become a prominent issue. 


The question of upholding party membership standards 
iS two-pronged: One, are existing party members 
required to adhere to the standards? Two. do we adhere 
to the party membership standards when recruiting new 
members? What are the party membership standards? 
There are two basic requirements: One, a party member 
must serve the people with his whole heart and mind. 
Two, a party member must struggle for communism. 
These had always constituted Mao Zedong’s party- 
building ideology. Comrade Deng Xiaoping summed it 
up when he said, “The meaning or duty of being a CPC 
member can be succinctly stated in two sentences: Serve 
the people with all of one’s heart and mind and make the 
people’s interests the highest standard of each and every 
party member. The goal is to achieve socialism and 
communism.” (“Deng Xiaoping Wenxuan™ [Collected 
Werks of Deng Xiaoping] (1938-1965) p 245.) In dif- 
ferent historical periods of development of the revolu- 
tion, these two principles may have different character- 
istics of t'.e times and specific demands, but the basic 
requirements are immutable. Whether these standards 
are adhered to will affect the quality of the party as the 
vanguard of the working class. At this stage. serving the 
people with all our hearts and all our minds is mani- 
fested mainly in our continuous effort to implement the 
party’s basic line, uphold reform and opening up, 
develop the socialist market economy. liberate and 
develop our productive forces, increase the nation’s 
comprehensive national strength, and raise the country’s 
living standard. To struggle for communism at this stage 
means struggling to uphold the party's basic line. Those 
who do not struggle to implement the party's basic line 
are not true communists. Those who do not struggle for 
the realization of communism in the future are not true 
communists either. This 1s because the party’s basic line 
we implement now is for the sake of achieving commu- 
nism in the future, and that is our ultimate goal. There- 
fore, in this new historical era, communist party mem- 
bers must be advanced elements who are determined to 
uphold the party’s basic line, who are devoted to reform 
and opening up and to modern:zation, who are earnest 
and sincere in serving the people's interests, and who 
lead the masses to achieve concrete results in economic 
development and social progress. 


On the question of what party membership standards to 
uphold when recruiting new members, there 1s the 
important issue of whether owners of private enterprises 
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should be allowed to join the party. Nowadays some 
people are suggesting that we should recruit the finer 
elements among private enterprise owners. Some publi- 
cations openly urge that “the party’s door be open to 
owners of private enterprises.” They suggest that the 
question of admitting these entrepreneurs to the party 1s 
relevant to the party’s policies toward the private 
economy and other related matters. They cite four rea- 
sons: One, the private ownership system ts an important 
supplement to the socialist public ownership system. 
Starting out from the principle that party construction 
must serve economic construction, and using the “three 
advantages” as standard, if we continue to treat the issue 
of party membership for entrepreneurs as “out of limits” 
when building the party, it will hamper the development 
and guidance of the private economy. Two, owners of 
private enterprises and their “employees” are politically 
equal, they are the managers and the managed in pro- 
duction; economically, the employed are compensated 
and are voluntary. This relationship complies with the 
principle of distribution mainly according to work while 
supplemented by other methods of distribution. Three, 
when constructing a socialism with Chinese characteris- 
trcs, we must mobilize all positive factors, including that 
of the private enterprise owners. The finer elements 
among the entrepreneurs who have contributed toward 
the “three advantages” and who have asked to join the 
party should not be denied membership. Four, recruiting 
party members from among the private enterprise 
owners can help strengthen the party's leadership toward 
private enterprises. 


Here there are several issues which need to be clarified: 


1. There in fact exists a relationship of the exploiters and 
the exploited between the owners of private enterprises 
and the workers. Exploiters should not be accepted by 
the party. This has to do with the nature of the party and 
the class basis of the working class political party. This is 
the most important party-building principle in Marxist- 
Leninist theories and Mao Zedong thought. 


2. The standards for the productive forces should not be 
the same as the standards for party membership. Party 
membership standards cannot violate the standards for 
the productive forces, but the latter standards cannot 
replace the former. Productive forces standard primarily 
means that the development of the productive forces 1s 
the basic criterion for gauging social development. It 
means whether the party’s guiding principle, line, and 
general and specific policies promote or obstruct the 
development of the productive forces is the basic crite- 
rion that determines whether they are correct or not. But 
it 18 not the only criterion, and it should not be used to 
replace or negate the specific standards for individual 
domains, sectors, or trades and industries. Party mem- 
bers have membership standards. We cannot simply 
replace them with the standards for the productive 
forces, even less debase those standards and use money- 
making and exactly how much money one makes as 
criterion. Therefore, the private economy may play a 
positive role in developing the productive forces, but we 
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cannot make that the basis for accepting private enter- 
prise Gwners as party members. 


3. The party’s economic policy and the party’s member- 
ship standard cannot be mixed together. What is per- 
mitted in society may not be permissible within the 
party; they may even be banned. Back in the days of the 
War of Resistance Against Japan, Comrade Mao Zedong 
had pointed out that we must “protect the beneficial 
elements of capitalism in the social economy and even 
allow them to develop.” and that we must also oppose 
corrupt capitalist ideologies and “seriously and reso- 
lutely preserve the purity of communism among the 
communist party members” (Mao Zedong Xuan): {]. 
New Edition, vol 3 p 793). Today’s situation may be very 
different. but the gist of Comrade Mao Zedong’s speech 
can still guide us as we study today’s issues. 


4. As for the idea that recruiting party members among 
private enterprise Owners may strengthen the party's 
leadership in private enterprises, it 1s worth discussing. 
There is no doubt that private enterprises need stronger 
leadership and management, but recruiting these 
exploiters into the party will change the nature of the 
party. How can that achieve the aforementioned goal? 


In the process of developing a socialist market economy, 
the contingent of party members will receive stringent 
training at the university of law of value; they will also be 
severely tested in the spring tide of the market economy. 
Some party members will not be able to withstand the 
temptation of power. money, and beautiful women or 
the corruption of bourgeois ideologies. They may 
become corrupt and go bad. But other party members as 
a team will continue to improve in quality amid new 
tests: they will gain fighting power; they will grow bigger 
and stronger. The key lies in allowing ourselves to be 
guided by Mao Zedong’s party-building ideology, 
uphoiding party member standards, strengthening edu- 
cation and management, improving quality, and 
strengthening party nature, sc that the contingent of 
party members can follow the proper path of healthy 
development. 


Without State Enterprises Socialism Would Not 
Exist 

94C MOOI8A Beijing ZHENLI DE ZHUIQIU 
[PURSUIT OF TRUTH] in Chinese No 9. 11 Sep 93 
pp 6-9 


[Article by Jiang Yifan (3068 0001 1581): “Without 
State Enterprises, There Is No Socialism”] 


[Text] In his report to the 14th National Congress of the 
Chinese Communist Party, General Secretary Jiang 
Zemin pointed out that “State-owned enterprises, collec- 
tive enterprises, and other enterprises are all in the 
market together, and state-owned enterprises exhibit 
their leading role through equal competition.” 


However, since reform and opening up, there has been, 
among students of theoretical economics, a school of 
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thought on the question of the development of state- 
owned enterprises, that advocates their de- 
nationalization. Some people even come right out and 
advocate privatization on the pretext that state-owned 
enterprises are short on vitality. This tendeacy is some- 
times strong, and sometimes weak, sometimes subtle, 
and sometimes plain, but it never goes away, and 
recently has once again raised its head. 


Just recently, a comrade at the Liaoning Economic 
Research Center put forward a relatively systematic 
Statement on the question of de-nationalizing state- 
owned enterprises. He called it, “Constructing a New 
System of Ownership.” To a certain degree, it can be 
taken as representing this view. Its main points are as 
follows: 


1. On reform of state-owned enterprises: “We should 
fight resolutely, that is to say, we shoulc reform the 
State-owned enterprise system.” He also says, “Aside 
from the roughly 10 percent of state-owne 1 enterprises 
that work in the postal, telephone, and tvlegraph ser- 
vices, national defense, armaments, and intercity trans- 
port, and that must be directly run by the government, 
most state-owned enterprises can be turned into joint 
stock companies, turned over to popular tnanagement, 
leased, re-established as joint ventures, or sold.” 


2. The stock system: “The state can retain a controlling 
interest in those few state-owned enterprises that are 
involved in the national plan, or in the live|ihood of the 
people, or that are natural monopolies. As for state- 
owned enterprises in highly competitive industries, we 
can implement partial state ownership, or else a system 
where the responsible public agency is the principal 
shareholder. We should encourage town and township 
enterprises, other types of non-state-owned enterprises, 
and state-owned enterprises to invest in cne another, 
establishing a mixed ownership system and j intly devel- 
oping the economy.” 


3. State ownership with private management: “We 
should, subject to conditions, transfer the managerial 
authority over a part of the property of state-owned 
enterprises.” 


4. “We should vigorously advocate the establishment of 
partnerships between state-owned enterprises and for- 
eign enterprises.” 


The above described views have recently appeared in 
recommendations from persons with authority in the 
area of systems reform. Some of them have already been 
seen in newspapers and magazines, and on television. If 
we proceed according to these ideas, China’s state-owned 
industries will basically be de-nationalized, and a con- 
siderable portion of them will become privately-owned. 


There are five reasons why this writing looks at state- 
owned enterprises in this way. They are: |) nNea- 
State-owned enterprises are always more vigorous than 
state-owned enterprises; 2) state-owned ente: prises are at 
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a disadvantage, in achieving the “four kinds of auton- 
omy,” and especially, they cannot be responsible for 
their own profits and losses; 3) even over long periods of 
time, capital belonging to state-owned enterprises does 
not flow through the workings of the market mechanism: 
4) The secretiveness of state-owned enterprises 1s unfa- 
vorable to an opened-up economy; 5) ownership rights at 
State-owned enterprises are not well defined, responsi- 
bility is not clearly fixed, and it is not possible that staff 
and workers can be concerned for public property in a 
basic way. 


In other discussions of this topic, these people talk about 
the backwardness of state-owned enterprises in tech- 
nology and equipment, their poor economic efficiency, 
and their large losses, as well as the problems of “the iron 
rice bowl,” “the one big pot,” and so on. 


Now, I will give some thoughts of my own on the views 
presented above. 


The problems they speak of definitely do exist in state- 
owned enterprises, to varying degrees. The trouble ts 
some comrades do not look into how these problems 
came about or whether there are any solutions, but 
simplistically call for wiping out these contradictions by 
privatizing state-owned enterprises and solving the prob- 
lems of state-owned enterprises, by eliminating them. 
This ts like curing an illness by killing the patient, and 
cannot be considered a responsible attitude. 


If we look into the prospects for future development at 
state-owned enterprises, we must first learn about their 
actual situation, direct our attention to the problems that 
exist, and carry out real, far-reaching reform. 


Nowadays, state-owned enterprises are carrying a heavy 
burden under inequitable conditions of competition, 
and are hard put to progress. 


First, state-owned enterprises are heavily burdened with 
taxes. Income taxes, for example, are several times 
heavier at state-owned enterprises than at non- 
state-owned enterprises. Some people say that income 
taxes for state-owned enterprises are lower now, since 
loans can be repaid with pre-tax income, and the con- 
tractual system has been put into use. This 1s true. 
However, income tax 1s paid one enterprise at a time, 
and we cannot speak in terms of averages. At present, the 
income tax burden does not fall equally on all enter- 
prises. For enterprises that repay their loans before taxes, 
it is somewhat lower, but for large numbers of enter- 
prises where there are no loan payments before taxes the 
income tax rate is still 55 percent. As for enterprises that 
use the contract system, income taxes have been cut a 
little after contracting in some places where the revenue 
base figures are low, but in even more places, because 
local government budgets have not been cut, the base 
figure for the assessment levied on each enterprise, is still 
based on an income tax rate of 55 percent. In Shanghai, 
there are some factories that still pay income taxes at the 
55 percent rate, exclusive of regulatory taxes, and the 
same kind of thing happens in other places. If we 
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adopted a uniform income tax rate of 33 percent, many 
State-owned enterprises could reduce their annual 
income tax payments by about 40 percent. If we then 
made an appropriate increase in the depreciation rate, so 
as to use it for replacing equipment and technological 
transformation, then things would look very guod for 
state-owned enterprises. The loss of government revenue 
could be made up by doing better tax collection work, 
restoring tax discipline, and reducing tax evasion and 
arbitrary tax abatements. Just think, if we follow the 
above suggestions and convert most or all state-owned 
enterprises into non-state-owned enterprises, how will 
the national revenue be collected under these conditions 
of unfair taxation? 


Next, state-owned enterprises have been around for a 
long time, have rendered many services, and have many 
former and retired workers. Every year they spend 
almost as much for labor insurance benefits, and enter- 
prise-run social services, as on wages. Some people view 
this situation as a “burden” for state-owned enterprises 
and think that we must privatize them because only then 
can they cast this “burden” away. In fact, this “burden” 
involves the bread and butter interests of more than 100 
million staff and workers. On general principles, it 
should be carried by society, but as of now, state-owned 
enterprises are carrying it for the nation, and non- 
State-owned enterprises carry very little of it. We recom- 
mend that labor insurance funds be converted to unified 
funds covering all of society with enterprises of all 
economic types participating so that non-state-owned 
enterprises cannot shift the burden of labor insurance to 
the nation. Again, by establishing tertiary industries, we 
can gradually reduce what state-owned enterprises must 
pay for social services. This way, state-owned enterprises 
will have a fund of money every year that they can use to 
improve equipment and technology and wages for staff 
and workers at state-owned enterprises will no longer be 
lower than at non-state-owned enterprises. 


If we de-nationalize or privatize state-owned enterprises, 
we will not only wreck the framework of the national 
economy, but also deprive more than 100 million staff 
and workers of guarantees covering their livelihood and 
social insurance benefits. This would certainly be an 
extremely large factor, tending toward social instability. 
Of course, we must also gradually carry out reform in 
labor insurance benefits at state-owned enterprises, such 
as subsidies for rent, medica! care, and utilities. 


As for the stock share system, it is more common in 
Western countries, where private ownership is domi- 
nant. In China’s state-owned enterprises, the stock share 
system can of course be put to use when they raise capital 
from the public, with official approval, or if enterprises 
invest in One another, or organize jointly-run businesses. 
However, if the stock share system is used to dissolve 
large numbers of state-owned enterprises by repeatedly 
forming pools of capital which then change hands several 
times so that a state-owned enterprise changes its nature 
as if by magic: and if the agencies that manage state 
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capital come to be no different than ordinary share- 
holders who simply hold stock certificates and know 
nothing about operations, finance, or personnel matters 
at state-owned enterprises. even to the point where a 
state-owned enterprise can evolve into a foreign-owned 
enterprise, as the Yuanye Company of Shenzhen did, 
while related deparrments know nothing of it. only 
awakening from their stupor after foreign businessmen 
abscond with assets; then this kind of stock share system 
absolutely cannot be allowed to spread. because then 
enterprises are reorganized as stock share companies in 
name, but are privatized in fact. Some small state-owned 
enterprises and service indusiries can be restructured 
through leasing. contracts, etc., but then they must talk 
this over with theirs staff and workers and secure their 
consent. 


The mixed economy mentioned by John Maynard Key- 
nes, 1s the mixed economy of a capitalist country, where 
private ownership is dominant. In China’s economy, a 
variety of economic elements are developing together. 
with state-owned enterprises making up the bulk. When 
we already have various kinds of non-state-owned eco- 
nomic elements, how can we then aiso break up the 
State-owned epterprises that play the leading role into a 
mixed economy? 


It is worth noting that within state-owned enterprises 
there are some people who want to see state-owned 
enterprises broken up, because that would increase their 
own income. Some of them could still live in communal 
housing and enjoy various subsidies. There are also some 
parasites who erode the foundation of state-owned enter- 
prises by understating the value of state-owned property 
when they go into partnership with foreign businessmen. 
The foreign businessmen make profits, wnile these pai- 
asites also share in the spoils. As things are now. some 
foreign businessmen make no investments or make sham 
investments (by registering and then withdrawing their 
funds) and still receive dividends. 


The problems of “the iron rice bowl” and “the one big 
pot” at state-owned enterprises must be solved. At 
present, the contractual labor system 1s spreading 
throughout China and in some places labor contracting 
systems covering all employees are becoming the norm 
This should solve the “iron rice bowl” problem. As for 
the “one big pot.” the solution mainly depends on 
consistently implementing the policy of remuneration 
according to labor. This 1s the main element »f internal 
reform at state-owned enterprises. Way back in the 50s, 
State-owned enterprises employed management by 
quota, with a system of piecework wages, bonuses for 
exceeding quotas, and so on, and this was effective in 
stimulating production. During the Cultural Revolution. 
these systems were thoroughly wrecked and it seems that 
through reform we should gradually reinstate them 
These systems are still used now, in differing degrees. in 
various kinds of enterprises 


Of course state-owned enterprises should not stand stll 
and be complacent. They must stick to the principles of 








learning from the experiences of other countries in 
advanced technology and management techniques, 
making meaningful improvements in management, 
assuring production, improving quality, increasing 
variety, adapting to the market, and raising efficiency by 
pursuing reform. Looking at the big picture, overall 
quality and management levels are really no worse at 
state-owned enterprises than at non-state-owned enter- 
prises. The key point in enterprise management is to 
harness the initiative and creativity of the masses of staff 
and workers. State-owned enterprises can do a good job 
of front-line management under the draft “Enterprise 
Law.” 


As for the problem of the internal workings of state- 
owned enterprises, the State Council has already issued 
regulations on changing how things are done at state- 
owned enterprises. In some places, state-owned enter- 
prises have already made a turn for the better, even while 
still carrying heavy burdens. State-owned enterprises can 
still lead in market competition, if the playing field is 
level. 


As for the problem of who has jurisdiction over state- 
owned property, it has always been clear who controlled 
the property of state-owned enterprises, which moreover 
has grown in value year by year. The State Council has 
rules for protecting and increasing the value of the 
property of state-owned enterprises. Why do we have to 
hand them over to private ownership in order ‘iat they 
may belong to somebody? Moreover, we shoulu observe 
that since the contracting system was adopted, indi- 
vidual contractors have managed to be responsible for 
profits (including sham profits), but never losses, so that 
the assets of many state-owned enterprises have been 
seriously eroded. 


Everyone knows that state-owned enterprises are in 
difficulty, but we must think a bit before choosing a 
remedy. We should face the problems that exist and 
earnestly work to solve them one at a time through 
further reform. We must not, because the problems are 
many and the solutions are difficult, simply go for 
de-nationalization and create no end of troubles for the 
future. 


China’s state-owned enterprises were once the leading 
force in the national economy. Since reform and opening 
up, they still play a leading role in production, transpor- 
tation, commerce, prices, government spending and 
taxing, finance, and other areas. Even though their taxes 
are high, their expenses are heavy, and they compete 
under extremely inequitable conditions; still they 
struggle onward, sparing no effort, and continue to make 
great contributions. State-owned enterprises serve as the 
mainstay in China’s economic activity, in strengthening 
macro adjustment and control and in maintaining polit- 
ical and social stability. The party’s policy must be to 
assure that state-owned enterprises continue to serve 
these functions and to play an even larger role in the 
future. When various economic elements coexist, we 
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must enlarge the role of state-owned enterprises and 
absolutely not diminish it. Otherwise, we will be making 
a great mistake. 


China’s non-state-owned enterprises have been able to 
develop rapidly because they have relied on low wages, a 
large market, state-owned enterprises, and low, preferen- 
tial tax rates. We should look at the problem as it really 
is. The non-state-owned economy developed on the 
foundation of the state-owned economy. It depends on 
state-owned enterprises for energy, transport, and major 
raw materials, a considerable portion of which are pro- 
vided at state-set prices. Many technicians and managers 
and even some equipment also come from state-owned 
enterprises. State-owned enterprises also carry a heavy 
burden on behalf of non-siate-owned enterprises, in such 
areas as taxation and social insurance. We practice 
socialism with Chinese characteristics. If there is no 
state-owned economic sector, then what socialism is left? 
Still less, of course, can we speak of a socialist market 
economic system. 


Students Discouraged From Engaging in Business 


94CM0005 Beijing DAXUESHENG [UNIVERSITY 
STUDENTS] in Chinese No 9, 10 Sep 93 pp 4-7 


[Text] ‘Climbing the Mountain’ Remains College Stu- 
dents’ Chief Task 


Changing from a highly centralized planned ecoromy to 
a socialist market-oriented economic system mus: affect 
all aspects of society and will naturally affect our coun- 
try’s higher education including college students’ philos- 
ophy of life and value system. 


Some people have a one-sided understanding of a mar- 
ket-oriented economy, believing that a market-oriented 
economy is to “jump into the ocean” [xia hai—enter the 
business world], do business and make money. Thus, 
some give up teaching and enter the business world and 
some give up “official positions.”” Campuses are not an 
exception, many scholars pursuing academic studies also 
give up climbing the mountain [shangshan] of science, 
and the mountain of wisdom, and try to become 
involved in “the business ocean” to have a try. People 
make a joke that there are “1 billion people, with 800 
million doing business and 100 million still waiting to 
start.”” Putting aside discussion as to whether or not this 
phenomenon is normal, as an educator and a scientific 
worker, watching the sudden business tide on campus, I 
have to again think about it in the context of a market- 
oriented economy, and ask what is the college students’ 
first task? I believe that the college students’ first task is 
still to “climb the mountain,” that is to diligently study, 
research, accumulate knowledge, increase abilities, 
climb up the science technology mountain, and improve 
themselves as moral, wise and physically developed 
socialist builders and successors. 


Some people suggest that a socialist market economy 
with Chinese characteristics should be a healthy, civi- 
lized, modern market economy. 
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A healthy market economy does not mean that every one 
should “jump into the ocean” to do business. 


A healthy market economy needs to be rational and have 
diverse jobs and regulations. If it is not rational, it will 
become chaotic; without diverse employment, it will lose 
order; and without regulations, it will lose control. A 
market economy doesn’t mean to let people’s desires run 
free. Irrational excitement does not mean that every one 
should “jump into the ocean” to do business without 
diversity of professions. Universities are the place to 
pursue advanced knowledge, exchange advanced culture, 
and cultivate advanced people of ability. A teachers’ 
responsibilities are to teach books and cultivate people, 
and a students’ responsibilities are to pursue knowledge 
and become knowledgeable people. The educational 
system should not have conducting business activities 
and pursuing economic values as its chief target; this was 
well-recognized by the international academic commu- 
nity in the 60s. College students are in a period of 
growing and developing life values and philosophies. 
This is their golden age for pursuing knowledge and 
developing themselves; therefore, they should not give 
up school to do business, or think about the business 
ocean while physically at school. The greatest value in 
building our market economy is to make progress for 
civilized society and fully develop people in all aspects, 
not just in making money. Its essential function is to 
motivate people’s incentives, volunteerism, cultivate 
people’s self-esteem, self-confidence, sense of competi- 
tion, increase people’s desire to pursue knowledge, and 
urge people to pursue truth, honesty and beauty. 
Building a market economy requires civilized modern 
people and thus modifies people, but it does not need 
uncivilized, foolish people who are living in the civilized 
society. Pursuing social civilization, personal truth, hon- 
esty and beauty, and abandoning the uncivilized and 
foolishness, all require knowledge. College students have 
the responsibility to urge society to move in the direction 
of civilized times, and they should treasure this good 
time of study and be consistent without stopping. The 
time period that we live in determines that the market 
economy we are building is a modern market economy. 
Its reference system is the modern market economy of 
the developed countries in the early twenty-first century. 
This kind of market economy depends mainly upon 
scientific knowledge as an invisible input in order to 
improve production. Scientific technology will play a 
larger and larger role in production and social develop- 
ment. Today, the level of scientific technology is the 
main symbol of a country’s overall strength. Neverthe- 
ess, the level of scientific technology is improved by 
education and depends on a large number of technicians 
who are not afraid of hard work and are willing to make 
contributions. The nation-wide excellent team of 
climbers of the scientific mountain in the twenty-first 
century must come from today’s college students. Their 
range and depth of mastered knowledge today will 
directly affect the level of their contribution to the 
country and mankind. Even though the job of the future 
is to manage and do business, they still should be aware 
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of “building the boat before going to the ocean,” and 
“riding the wave depends on the ability.” Therefore, how 
should students climb up the mountain? We emphasize 
that the first important job for college students is to 
pursue knowledge and become capable. This does not 
deny that we should not try hard to thoroughly imple- 
ment high level educational reforms, adjust the pre- 
determined academic major system, improve the course 
structure, and try to accommodate the market economy 
as soon as possible in order to allow our educational 
system to adapt to the needs of social development better 
and faster. We should also try hard to change students’ 
knowledge structure and expand the range of knowledge 
in order for the educated students to be able to more 
closely stay on the cutting edge of the world’s new 
technology in the twenty first century and also lead 
society and become familiar with the regulations of a 
market economy. To make sure students put “climbing 
up the mountain” as their first important task largely 
depends on changing their entire environment. Society 
should respect their idealistic contributions, object 
against money materialism; truly respect knowledge, 
respect men of ability, practically change the attitude 
against “brain and body upside down:” actually put 
education in the strategic position for priority develop- 
ment, and increase educational investment; improve the 
complete and accurate propaganda of a market 
economy, perfect the market system, and speed up the 
establishment of a legal system for the market economy. 


Talent Is the Foundation of the Nation's Prosperity 


“One hundred years’ plan with education as the founda- 
tion; the nation’s rise or fall, men of ability are the base.” 
How profound it sounds! Today as scientific technology 
quickly develops, the competition between countries 1s 
in fact the competition between national economic 
strengths. The competition of economic strength is 
mainly the competition of technology (especially high 
technology), but the competition of technology (espe- 
cially high technology), in the main analysis, is the 
competition between men of ability, especially the com- 
petition of advanced specialists. We may say today that 
from a certain point the advanced specialists’ quality 
and quantity determines a country’s rise and fall, a 
nation’s life and death. This is a very serious reality, not 
a fanciful imagination. In the meantime, everyone 
understands that to become men of ability, especially for 
advanced specialists, everything eventually depends on 
education. Students are the most important reserves for 
special men of ability, and advanced special men of 
ability. Looking back in history, the majority did not fall 
into exceptions. Students in their time of study, should 
learn to be men, determine their careers, study knowl- 
edge well, practice ability, and make foundations. The 
preparations for carrying on our ancestor’s established 
businesses are the students’ sacred historical responsi- 
bility. For undergraduate and graduate students, the 
future’s historical responsibilities are even more glorious 
and more important. Confucius has said incisively: “If 
workers want to be good at their jobs, they must first 
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sharpen their tools.” “If people don’t worry about the 
future, they must worry about the present.”” Our ances- 
tors lost their heads, shed their blood to establish the 
people’s country. Today, the tasks for rushing towards 
the twenty-first century, realizing the great strategy of 
three-step development expounded by Comrade Xiaop- 
ing, building a prosperous, flourishing and strong 
socialist country are again given to the Chinese people. 
Without doubt, as college students, they should study 
hard, make decisions to climb the scientific technology 
mountains, fight hard io make themselves become men 
of ability with both high morals and knowledge so that 
they will not be guilty to the ancestors and not quilty to 
time. Time will not wait for me! “After time passes by, 
everything will fall into place!” 


Students Are Jumping Into the Ocean, but the 
Disadvantages Outweigh the Benefits 


At present, “jumping into the ocean” has become a very 
popularly used word. Entrepreneurs, cadres, professors, 
writers, actors and actresses, and students jump into the 
ocean. This has already become a kind of fashion, a 
peoples’ goal. 


The meaning of “jumping into the ocean” is understood 
by people as engaging in business activities. | very much 
agree that people in the enterprise or business world 
should jump into the ocean; however, I do not agree that 
students should “jump into the ocean.” Students’ 
“jumping into the ocean” will have less advantages and 
more disadvantages; the disadvantages are more than 
the advantages. It not only is not to the benefit of 
students’ healthy development, but also 1s a large 
obstacle for the country to raise men of ability. The 
higher educational institutions are the base for raising 
men of ability. Students’ basic duty is to study, study, 
and study again. The reason that the country and fami- 
lies send students to the universities is to raise students 
to become socially demanded men of ability. Therefore, 
Students in their school period should mainly expend 
their energies on their studies. Within these limited 
several years, according to the requirements of this 
raising goal and educational plan, they should carefully 
finish the study task, and develop in terms of moral, 
wisdom and physical aspects. If during the school period, 
they put too much energy in “jumping into the ocean,” 
they will gain little and lose big, which is not worth doing 
in terms of the benefits to themselves, their families or 
the country. Some people may say that students may 
learn their own abilities from “‘jumping into the ocean,” 
and will benefit and serve society in the future. As I see 
it, the ways and roads for learning abilities are various, 
such as taking part in social practices, doing social work, 
and organizing various cultural activities in the spare 
time. These are all ways for them to practice and gain 
their abilities. They do not need to depend on doing 
business to improve their abilities. As I understand, 
some students at some universities gave up their study to 
do business. They not only didn’t improve their abilities, 
but also because of financial losses their businesses got 
into trouble everywhere and had a very difficult time, 
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and their grades have dropped substantially. Some stu- 
dents have been ordered dismissed from school because 
of too much truancy. Are these lessons not worthy for us 
to consider and learn from? Young people are the future 
of the country, the nation’s hope. The college students we 
are raising now will be men of ability at the turn of the 
century. As an educator, if in this historical period raised 
students cannot meet the standards, and mora! and 
cultural quality are not high, it will directly affect the 
building of modern businesses in the twenty-first cen- 
tury. To attract students to put their major energies on 
their studies, raising studen's to become qualified men 
of ability for the modern and international world are 
tasks that history gives to us, and the historical respon- 
sibility that cannot be rejecied. As for during students’ 
spare time, we should encourage and support that they 
take part in some activities (such as family education 
and scientific services) that are beneficial to society. It is 
said, if one does not work hard in youth, in old age one 
will regret and be sad. The college life period is a person’s 
golden time, it is the best tirae to acquire knowledge and 
develop the body. I hope that college students should 
treasure their own youth, treasure valuable time, and use 
their brightness in their study and the accumulation of 
knowledge, and feel freely to swim in the ocean of 
knowledge. Thus when they come to their working 
positions, they would fully use their own talent, and 
contribute colors for building the great socialist hall. 


Creating the Conditions, Expanding Activities Where 
Work Aids Study 


At present quite a number of college students are coming 
directly from elementary school to middle school to 
university, from theory to theory, fr: m the door of one 
school to the door of another school, isolated from 
society, isolated from reality, with immature thinking 
and low abilities. To change this situation, higher edu- 
cation should make it possible for students to contact 
society, contact real opportunities and situations. The 
major ways and methods to achieve this contact are to 
have some part-time work to support study. As long as 
the activities are beneficial for students to learn to 
combine theory with social practice and are beneficial 
for raising students’ abilities of self-determination, self- 
support, self-confidence, and for raising students’ abili- 
ties to serve society, we should encourage them. The 
formation of these three kinds of abilities is the quintes- 
sence of part-time work to support study. Then, the so 
called part-time work has a very wide meaning. The so 
called work for the support of study is beyond the 
meaning of financial supplement due to economic diffi- 
culties. Its main meaning is to help students acquire and 
improve the quality of their morals and abilities. Among 
the college students we should not advocate business 
activities for making profits. At present among some 
college students there exists a one-sided thinking that 
believes that economic activities are business activities, 
and that business activities are money-making activities. 
To do business thus becomes a kind of fashion. This 
should not be taught. What our country needs is tens of 
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thousands of high level scientific technical men of ability 
with an understanding of economics, and also high-level 
business men of ability, but a smaller portion. No matter 
what kind of men of ability, they should develop in a 
moral, intelligent, and physical aspect, and should serve 
the people, the country and socialism with all their heart. 
Therefore, at colleges we should not advocate the so- 
called business activities with profit-making as the goal, 
and gaining from fraud as the method. These kinds of 
activities do not benefit the young students to develop 
healthy. Of course, we need to make a detailed analysis 
for students participation in business activities. The 
activities during spare time to gain reasonable returns 
for honest work, we should support and encourage. 
These kinds of activities are one example of part-time 
work to support study. In our country, because the 
socialist market economy has not yet perfectly devel- 
oped, the system that would allow students to work 
part-time to support their studies has not been estab- 
lished, schools have not established the methods to 
manage students who work part-time to support their 
studies. Thus, colleges students should implement the 
academic credit system and tighten the credit system 
management; and summer vacation should be the time 
for students to do social practical activities and change 
the old habit that summer vacation is the time for rest. 
Besides this, schools should tighten the rules for class- 
room education, give more free time for extracurricular 
activities, and coordinate with the new management 
method. While assuring education, schools should carry 
out abundant activities of part-time work to support 
study in a planned and organized manner in order to 
enhance students’ overall development. 


Can't We Exercise a Sense of Discrimination in 
Addressing Issues? 


We always follow an irrational train of thought. When 
looking at an object, it is either good or bad. Is it correct 
that in the good there is no bad, and in the bad there is 
no good? Nothing should be absolute or be judged 
without exception. As to whether college students should 
“jump into the ocean” while in school and use knowl- 
edge and techniques in social business practice, can’t we 
exercise a sense of discrimination in addressing this 
issue? When in school, college students should concen- 
trate their major energies on acquiring knowledge, 
improve analytic abilities, and climb up the scientific 
mountain. This is without doubt. However, just because 
of this, we cannot completely object against college 
Students participating in social business activities. For 
example, students who study a business-related major 
should jump in “to take a look at the currents” and “the 
ocean” under the guidance of the socialist market 
economy. This is an experience and enrichment of the 
knowledge learned. In another example, if students have 
the extra energy, can finish their homework, and can 
conduct their activities within the range of law, decrees 
and school regulations, why not allow them to have a try 
“jumping into the ocean?” In one more example, quite a 
number of college students’ scientific inventions are to 
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the benefit of society and to the benefit of individuals. 
Once the inventions become products, students will take 
them out to the market for exchange. If we say this kind 
of exchange is “jumping into the ocean,” it should be 
allowed. Of course, the important thing is not whether or 
not to allow college students to “jump into the ocean”, 
but how universities manage students, emphasize school 
regulations, improve educational quality, and carefully 
manage college students’ “first occupation.” In fact, for 
coilege students to finish the degree is not an easy thing, 
how do we have the time and energy to care about this or 
that? Rather than simply “allowing or not allowing” 
judgments, we should treat each case differently under 
preconditions of strict management. 


‘Climbing the Mountain’ Is the Fundamental Task for 
College Students 


College students must realize that when in school their 
most important task is to learn scientific knowledge and 
become socialist builders and successors. This is our 
party’s clear educational guidance. Thus, “climbing the 
mountain” is college students’ fundamental responsi- 
bility. At present, college students have not firmly 
learned scientific knowledge and their practical ability is 
not strong. In the future, when they jump into the 
workplace, they will have a lot of difficulties and prob- 
lems. Now college students are in a very good learning 
situation; if they do not study well they will waste their 
youth and lose more than they will gain. For a time the 
tide of doing business has touched upon college students’ 
lives. Among college students there are various kinds of 
thoughtful reactions, with unbalanced psychological 
complaints about the poor life they have. All these 
thoughts are quite understandable. However, it is not 
right if just because of this they jump into the ocean to do 
business. Especially for students who are studying sci- 
ence and technology, this is a complete waste. For 
students with an economic major, they can contact the 
commercial economy to a certain degree, but they s..ould 
not abandon their study to do business. To be frank, I 
personally believe if someone wants to do business he or 
she should just leave the universities. Socialist universi- 
ties are places to raise men of ability, not to improve the 
market. Therefore, we should clarify that it is prohibited 
to do business in the university educational and student 
living areas. To assure students concentrate their energy 
on “climbing up the mountain,” we and the schools 
should together do a better job. First, teachers should 
have a clear guidance as to what kinds of men of ability 
they are supposed to raise. Teachers should make them- 
selves an example to others, be carefully responsible, and 
teach students by words and influence them by deeds. 
Second, we should emphasize moral and political edu- 
cation, help students to improve their understandings, 
and let students in every major realize that they have 
plenty of room to develop and all have a future. Third, 
we should further do a better job for socially practical 
activities and let students widely contact society and 
understand society. Besides this, on our university cam- 
puses we should advocate a good educational and 
learning atmos here and let people influence each other. 
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Relationship Between Mao, Deng Ideology 
Compared 

94CMO031A Beying XUEXI YU YANJIU [STUDY 
AND RESEARCH] in Chinese No 20, 15 Oct 93 pp 3-7 


[Article by Gong Yuzhi (7895 5148 0037) and Shi 
Zhongquan (4258 0112 3123): “Mao Zedong Thought 
and Deng Xiaoping’s Theory of Building Socialism With 
Chinese Characteristics’ —in Commemoration of Mao 
Zedong’s 100th Birthday] 


[Text] From the viewpoint of historical understanding, 
the birth of any new ideology and theory in human 
civilization inherits the previous knowledge and at the 
same time is a progression made by summing up new 
practical experience. It is a combination of the inherit- 
ance and progress of knowledge, or in other words a 
unity of the continuous and phased nature of knowledge 
development. This forms the basis of the endless histor- 
ical course in which man’s knowledge keeps developing. 
The historical development of the Marxist theory was a 
case in point. As for Mao Zedong Thought, its theories 
and principles on China’s revolution and construction, 
which we have proved correct in practice, along with the 
experience we have summed up with respect to these 
theories and principles will forever remain the CPC's 
guiding ideology and will play a long-term role in China’s 
political field. In view of this, we should continue to 
develop Mao Zedong Thought in the course of our new 
practical work. Deng Xiaoping’s theory of building 
socialism with Chinese characteristics bears a relation- 
ship with Mao Zedong Thought, which may be viewed as 
an expression of unity between the continuous and 
phased nature of the development of Mao Zedong 
Thought. 


However, there is a comment at home and abroad 
alleging that a sharp difference exists between Deng 
Xiaoping’s theory of building socialism with Chinese 
characteristics and Mao Zedong Thought, or between 
Deng Xiaoping’s mindset and viewpoint and those held 
by Mao Zedong on the issue of building socialism in 
China. According to this comment, it is hardly under- 
standable that they have a relationship of one inheriting 
and developing the other. 


This question deserves a concrete analysis. The large 
amount of confusion in ideology and numerous argu- 
ments in words have stemmed mainly from the fact that, 
when people discuss the relationship between the two, 
their discussions actually involve three things, namely, 
Mao Zedong Thought, Mao Zedong’s mistakes in his 
later years, and Deng Xiaoping’s theory of building 
socialism with Chinese characteristics. We must first 
analyze and make clear the relationship among these 
three things as this is the only way to get an accurate grip 
of the relationship between Mao Zedong Thought and 
Deng Xiaoping’s theory of building socialism with Chi- 
nese characteristics. 
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To put it briefly, Deng Xiaoping’s theory of building 
socialism with Chinese characteristics negates the mis- 
takes made by Mao Zedong in his later years. but has 
inherited and developed the scientific principle of Mao 
Zedong Thought. Furthermore, it has made new progress 
and created new things in theory in dealing with the new 
Situation and studying new questions. 


I. We must distinguish between Mao Zedong Thought 
and Mao Zedong’s mistakes in his later years and make 
clear which of the two should be used for comparison with 
Deng Xiaoping’s theory of building socialism with Chi- 
nese characteristics. 


One of Deng Xiaoping’s great contributions following 
the Third Plenary Session of the I|1lth CPC Central 
Committee was to make a distinction between Mao 
Zedong’s mistakes in his later years and Mao Zedong 
Thought. Deng Xiaoping pointed out: “Mao Zedong 
Thought, which has been proved correct in practice. 
should serve as the guideline for our future work.” 
(Selected Works of Deng Xiaoping, 1975-1982, p. 265) 
“Comrade Mao Zedong’s mistakes consisted in viola- 
tions of his own correct ideal.” (Ibid, p. 262) This is the 
major guiding principle fer the new scientific under- 
standing and definition of Mao Zedong Thought in the 
“Resolution on Certain Questions in the History of Our 
Party Since the Founding of the People’s Republic of 
China.” According to the above-mentioned distinction 
and definition, only Mao Zedong’s correct thought can 
be called Mao Zedong Thought, which should not 
include his mistakes in the later years. Upholding Mao 
Zedong Thought requires correcting Mao Zedong’s mis- 
takes in his later years; in no way does it mean uphoiding 
those mistakes. Such a distinction and definition are of 
great political and theoretical significance. Without 
them, we are not only unable to correct the mistakes of 
the “Great Cultural Revolution,” but more importantly 
we cannot explicitly and rightfully take Mao Zedong 
Thought as our party’s guiding idevlogy. “This is not 
merely a theoretical question but also and especially a 
political question of great domestic and international 
significance.”’ (Ibid, p. 263) Based on the above- 
mentioned distinction and definition, we should negate 
Mao Zedong’s mistakes 1n his later years, hold high the 
banner of Mao Zedong Thought, and continue to take 
that thought as our party’s guiding idesiogy. The theory 
of building socialism with Chinese characteristics does 
not negate Mao Zedong Thought; it merely negates Mao 
Zedong’s mistakes in his later years. We may say that 
only after the negation of Mao Zedong’s mistakes in his 
later years—which was an undoubted premise—was it 
possible to create the theory of building socialism with 
Chinese characteristics. Mao Zedong’s mistakes in his 
later years and the theory of building socialism with 
Chinese characteristic, have no relationship of so-called 
inheritance. Their relationship, if any, is one of negation 
and transformation, that is, the negation of the erro- 
neous ideas, views, and theoretical principles and the 
transformation of the wrong into a precursor of correct- 
ness, thereby leading to the correct line and theories in 
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the wake of the Third Plenary Session of the 11th CPC 
Central Committee. This means that there is no conti- 
nuity between the two. When comparing Deng Xiaoping 
with Mao Zedong, however, some comrades often com- 
pare Deng Xiaoping’s theory of building socialism with 
Chinese characteristics with Mao Zedong’s mistakes in 
his later years. The sharp difference derived from this 
comparison, of course, does not show the relationship 
between Mao Zedong Thought and Deng Xiaoping’s 
theory of building socialism with Chinese characteris- 
tics. 


II. The theory of building socialism with Chinese charac- 
teristics and Mao Zedong Thought bear a relationship of 
inheritance; that is, they show continuity and share some 
common grounds. 


This question can be dealt with from four different 
angles as follows: 


|. Both the theory of building socialism with Chinese 
characteristics and Mao Zedong Thought are the crystal- 
lization of the Chinese Communists’ collective wisdom. 
This is where their continuity exists. 


Precisely speaking, the theory of building socialism with 
Chinese characteristics was created by the second gener- 
ation of the central leading collective with Deng 
Xiaoping as the nucleus (or by Deng Xiaoping, to put it 
briefly). Mao Zedong Thought was a creation by the first 
generation of the central leading collective with Mao 
Zedong at the core (or by Mao Zedong, to make it brief). 
Continuity exists between the two leading collectives in 
terms of their components. Deng Xiaoping and Chen 
Yun are important members of the central leading col- 
lectives of both generations. Other members of the 
second-generation central leading collective also took 
part in the cause started by the first generation. They 
either held relatively responsible leading positions at the 
central level or served as key responsible persons in 
certain regions or departments. They have thus played a 
role of carrying forward the cause from the past and 
opening up the road for the future. Deng Xiaoping 
himself made a clear statement about this: “Since the 
Third Plenary Session. we have been restoring the cor- 
rect things advocated by Comrade Mao Zedong; we have 
been studying and applying Mao Zedong Thought cor- 
rectly and as an integral whole. The basic points of Mao 
Zedong Thought are still those we have enumerated. In 
many respects, we are doing things Comrade Mao 
Zedong suggested but failed to do himself, setting right 
his erroneous opposition to certain things, and accom- 
plishing something that he did not. All this we shall 
continue to do for a fairly long time.” (Ibid, p. 264) As 
far as leaders of the two generations are concerned, the 
job of the second-generation leaders is to complete the 
cause that the first-generation leaders did not finish. It 
also includes the correction of their mistakes. 


2. Continuity of the theoretical mindset 


Here the theoretical mindset means the general, or 
fundamental, mindset, not specific mindset. Deng 
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Xiaoping and Mao Zedong are different in specific 
mindset, each having his own viewpoint and laying 
particular emphasis on certain points in dealing with 
specific questions. However, they have no difference in 
their general, or fundamental, mindset. Their general, or 
fundamental mindset is no other than the principle of 
integrating the universal Marxist-Leninist principles 
with the concrete practice of China’s revolution and 
construction. Deng Xiaoping said: “Many comrades of 
Our party are persistent in studying Marxism- 
Leninism-Mao Zedong Thought and upholding the prin- 
ciple of integrating the universal truth of Marxism- 
Leninism with the practice of revolution. This is very 
good. We should continue to carry this forward.” (Ibid, 
p. 109) He said again and again that “Mao Zedong 
Thought has nurtured our whole generation” (Ibid. p. 
138) and that “seeking truth from facts is the starting 
and basic point of Mao Zedong Thought” and “the 
quintessence of Mao Zedong Thought.” He described 
himself as a “truth seeker based on facts.” In his 
southern inspection tour speech, he said: “I have not 
read many books, but | believe in one point; namely, 
Chairman Mao’s thesis on seeking truth from facts. In 
the past we relied on this in war, and now we are relying 
on this in construction and reform.” “This should be 
advocated, not bookishness. The success of our reform 
and opening up has resulted from practice and truth- 
finding, not from bookishness.” (“Excerpts of Deng 
Xiaoping’s Works on Building Socialism With Chinese 
Characteristics,” p. 21) These amply bear out the conti- 
nuity of their general mindset. In the creation of the 
theory of building socialism with Chinese characteristics 
and Mao Zedong thought, Deng Xiaoping’s general 
mindset 1s in the same vein as Mao Zedong’s. 


3. Continuity of the approach in dealing with theories 


The theories of building socialism with Chinese charac- 
teristics and Mao Zedong Thought are multi-faceted. 
They have identical poinis as well as differences. There 
are two most striking identical points: One 1s that both 
put stress on Chinese characteristics. In the 1930°s and 
1940's stress was laid on seeking a way for our demo- 
cratic revolution suited to China’s national conditions 
and with Chinese characteristics. The result was a great 
success. In the 1950°s and 1960's stress was given to 
exploring a socialist construction road suited to China’s 
national conditions. Sometimes the result was suc- 
cessful; at other times mistakes were made. In the 1980's 
and 1990's the stress remains the same: “Take our own 
road to build socialism with Chinese characteristics.” 
(Ibid, p. 372) Our efforts in this regard have been 
rewarded with great new success. The other identical 
point is that both emphasized the development of the 
Marxist theory by upholding Marxism rather than 
adhering to bookishness. Mao Zedong consistently 
emphasized: “Marxism must certainly advance; it must 
develop along with the development of practice and 
cannot stand still. It would become lifeless if it remained 
stagnant and stereotyped.” He always emphasized that it 
won't do if we merely rely on “those books written by 
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Marx and other ancestors,” and that we should create 
new theories and write new bocks. Deng Xiaoping also 
takes this approach in dealing with theories. He stresses 
that anyone who fails to inherit and develop Marxism- 
Leninism with a new mindset and from a new viewpoint 
is not a genuine Marxist. The continuity of this approach 
in dealing with theories is a significant salient feature of 
Deng Xiaoping’s theory of building socialism with Chi- 
nese characteristics as a heritage of Mao Zedong 
Thought. 4. Continuity of the contents of theories 


In the main, the theory of building socialism with 
Chinese characteristics is a summation of the fresh 
practical experience of contemporary Ch'na in making 
reforms, opening itself to the outside world, and striving 
for socialist modernization. There is no doubt about this. 
Viewed from the perspective of ideological history, how- 
ever, this theory contains many things with their origins 
in the past. It should be noted that, since the founding of 
the People’s Republic, our party has shown two different 
tendencies in exploring ways for building socialism. One 
of them is to accumulate the correct and relatively 
correct theories, viewpoints, and policies from the past: 
these theories, viewpoints, and policies have laid a 
foundation for creating the theory of building socialism 
with Chinese characteristics. This shows the continuity 
of the contents of theories established by Mao Zedong 
and Deng Xiaoping. Even though some of the viewpoints 
and ideas believed to be relatively correct in the past 
were later discarded, some were immature, and some 
were merely spark-like ideas. We should, from a scien- 
tific and historical viewpoint, set an appropriate value 
on them, which manifest the continuity of the contents 
of theories. 


One thing has to be pointed oui: Here the continuity of 
the contents of theories does not mean that all the 
present theoretical viewpoints existed in the past. Even 
those with origins in the past are in no way absolutely 
identical with what they were in old days. This can be 
likened to certain “genetic factors” in the organisms of 
related species. Between many present and past ideas 
and viewpoints, there exist certain “genetic factors,” or 
“inheritance factors.” After taking in fresh nutrients and 
new elements, these “inheritance factors” have grown 
into new bodies and become organic parts of the theory 
of building socialism with Chinese characteristics. 
Because of this, we cannot view such inheritance from an 
ossified and stiff stand, but should look at it from a 
dialectical and development perspective. 


III. The theory of building socialism with Chinese char- 
acteristics is a development of Mao Zedong Thought. This 
development is not a general, insignificant step-by-step 
quantitative increase, but consists of remarkable leaps by 


stages. 


To Chinese communists, it is not a once-for-all process 
to use the Marxist stand, viewpoint, and method in 
analyzing the reality of Chinese society and working out 
a correct theory, line, principle, and policy to guide 
China’s revolution and construction; that is, to integrate 
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the universal Marxist-Leninist principles with China’s 
reality. Rather, it is a continuously developing process 
whose necessity should be recognized for a long time to 
come. The integration of the universal Marxist-Leninist 
principles with China's reality was needed during the 
democratic revolutionary years. It is also needed during 
the present socialist modernization period and will con- 
tinue to be needed in the future. With the changes in our 
tasks, situation, and understanding, new scientific 
achievements are bound to result from such integration. 
When the phased nature of a historical process is 
reflected on ideology and viewpoints, an inevitable result 
is the phased nature of the development of theories. In 
Deng Xiaoping’s words, this is: “As the times, condi- 
tions, and things we deal with are all different from the 
past, we should use different methods to solve our 
questions.” (Ibid, p. 114) From the viewpoint of the 
phased nature of ideological and theoretical develop- 
ment, if we say that Mao Zedong Thought has “devel- 
oped Marxism” (Ibid, p. 40), then we may also say that 
the theory of building socialism with Chinese character- 
istics has developed Mao Zedong Thought, or it is “a 
contemporary Chinese Marxism,” in the words of the 
14th CPC National Congress. Their essence has not 
changed because both belong to the scientific Marxist 
system. But there is a new development in contents; it is 
not a meager quantitative increase but consists of stages 
of leaps forward in quality. 


The leaps forward can be seen from the following prin- 
cipal aspects: 


1. The theory of building socialism with Chinese char- 
acteristics has brought about a leap forward from the 
theoretical system centering on the political revolution 
to one focusing on economic construction. 


The system of Mao Zedong Thought took shape in the 
course of the democratic revolution with its theoretical 
contents centering around a political revolution to over- 
throw the rule by the reactionary class. In its develop- 
ment after the founding of the People’s Republic, Mao 
Zedong Thought recognized the need for a strategic shift 
of the party’s work focus from revolution to construc- 
tion. It also accumulated a lot of experience in exploring 
the proper road to build socialism and formed some 
initial theories on socialist construction. For one reason 
or another, however, the first-generation central leading 
collective with Mao Zedong at the core did not make 
all-out and persistent efforts to accomplish the strategic 
shift of the party's work focus. On the contrary, for a long 
time, it deviated more and more to the wrong road of 
“taking class struggle as the key link” for a socialist 
society. It was not until the second-generation central 


_leading collective with Deng Xiaoping as the nucleus 


denied the wrong policy of “taking class struggle as the 
key link” after the Third Plenary Session of the I 1th 
CPC Central Committee that the above-mentioned stra- 
tegic shift of work focus was realized. Since then, a whole 
set of line, principles, and policies focusing on economic 
construction have been worked out, and accordingly 
step-by-step efforts have been made to form, strengthen, 
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and establish the theoretical system of building socialism 
with Chinese characteristics as expounded by the | 4th 
CPC National Congress. With the establishment of this 
theoretical system, the CPC has a theory for leading 
construction successfully in addition to the theory for 
leading the revolution successfully. 


2. The theory of building socialism with Chinese char- 
acteristics has brought about a leap forward from the 
important but still-unclear and undeveloped under- 
standings about socialist construction held by the first- 
generation central leading collective with Mao Zedong at 
the core to a fairly comprehensive, justified, and system- 
atic understanding about socialist construction. 


For example, Mao Zedong had the idea that socialism 
consists of two stages—the stage of undeveloped 
socialism and the stage of relatively developed socialism. 
Some comrades view this as the origin of the theory of 
the initial stage of socialism. It should be noted that Mao 
Zedong’s idea was neither elaborated nor given wide 
publicity at that time, and there was no indication as (to 
what practical result and policy it would have led to. For 
this reason, the idea did not draw any attention and can 
only be regarded as a transitional thinking, though it was 
a valued idea. The theory of the initial stage of socialism, 
as a fundamental part of the theory of building socialism 
with Chinese characteristics, was put forth and gradually 
took shape in the wake of the Third Plenary Session of 
the 1 ith CPC Central Committee. It had a clear defini- 
tion and was verified through wide-scale discussions. 
The 13th CPC National Congress seriously pointed out 
that this theory, which embodies a basic judgment of our 
national conditions, should be used as a basis for formu- 
lating our line. Accordingly, a series of new policies were 
established, and their correctness was justified wnrough 
discussions. The above two things were quite different in 
their historical backgrounds, areas of emphasis, concrete 
meanings, and depths of thinking. The latter was a new 
leap forward. 


Another example is the issue of allowing capitalism to 
exist and develop within a certain scope. In late 1956 
and early 1957, Mao Zedong, Liu Shaoqi, and Zhou 
Enlai all made incisive comments on this issue. Mao 
Zedong said that, if needed by our society, big private 
factories might be established, investments by overseas 
Chinese could exist for 100 years without being confis- 
cated, and while we had eliminated capitalism, we might 
engage in some capitalist activities. This was a glaring 
ideological spark from the viewpoint of the theory of 
building socialism with Chinese characteristics. Even 
though at that time it was merely an idea in dealing with 
specific questions and was not deliberated as a general 
issue, it did show the open-mindedness and flexibility 
about policies in those days. Unfortunately, this idea 
held by Mao Zedong quickly disappeared after a flash 
like a meteor. On the other hand, the theory of building 
socialism with Chinese characteristics is based on the 
summation of new practical experience. It puts forward 
a series of new ideas, such as the “multiple ownership 
system” with socialist public ownership as the mainstay 
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and “multiple economic sectors,” which show a new leap 
forward in theory and thinking. Anyway the comments 
by Mao, Zhou, and Liu as dug out by party historians are 
no doubt of great help to us in understanding today’s 
policy and theory. 


3. The theory of building socialism with Chinese char- 
acteristics has brought about a leap forward from the 
theory of the highly centralized planned economy to the 
theory of the socialist market economy. 


For a long time, the planned economy has been regarded 
as an unalterable principle for socialism. Whether it is 
the planned economy or the market economy has long 
been taken as a major criterion for the distinction 
between “socialism” and “capitalism.” Mao Zedong 
Thought concerning the theory on socialist economic 
construction was based on the planned economy. 
Although after the mid-1950°s Mao Zedong and other 
leaders at that time had the idea of reforming the 
planned economy to make it more flexible. they never 
thought of radically breaking through the theoretical 
framework of the planned economy. The “Decision of 
the CPC Central Committee on Reform of the Economic 
Structure,” adopted at the Third Plenary Session of the 
12th CPC Central Committee in October 1984, was a 
document of historical significance. It said that China’s 
socialist economy was a planned commodity economy 
based on public ownership, breaking through for the first 
time the traditional concept that the planned economy is 
incompatible with the commodity economy. This not 
only provided a new theoretical guideline for China's 
overall economic structural reform, but also was a sig- 
nificant improvement of the Marxist political economy 
and Mao Zedong Thought concerning the economic 
theory. The “planned economy” theory is a significant 
theoretical cornerstone on which is founded the integral 
theoretical system of building socialism with Chinese 
characteristics. In his important remark made when 
inspecting the south, Deng Xiaoping said: “The planned 
economy does not equal socialism because planning also 
exists in capitalism; neither does the market economy 
equal capitalism because there are also markets under 
socialism.” This further emancipated people’s minds. 
Then, the theory of the socialist market economy 
advanced by the 14th CPC National Congress based on 
Deng Xiaoping’s southern-inspection-tour remark fur- 
ther developed the theory of the planned commodity 
economy. In this important aspect, the theory of building 
socialism with Chinese characteristics has brought about 
a new leap forward in the history of development of 
Marxism-Leninism-Mao Zedong Thought. 


4. The theory of building socialism with Chinese char- 
acteristics has changed several traditional concepts 
about socialism held by Marxism-Leninism-Mao Zedong 
Thought, found a socialist-construction road more 
suited to China's reality and the characteristics of the 
times, and brought about a great leap forward in the 
understanding of the socialist theory as a whole. 
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The first three points analyze some specific aspects of the 
question. The following gives an overall comparison 
based on the above analyses. Through more than a 
decade’s practice and theoretical study, especially due to 
the establishment of the theories of the initial stage of 
socialism and the socialist market economy, there has 
been a significant change in people’s concept about 
socialism. Some ideas about socialism widely publicized 
in the past have become increasingly divorced from the 
socialist society in which we are living. For example, as 
people often talk about, the goal of communism is no 
longer seemingly close at hand but has become rather far 
off. The task of transition to communism has continued 
to be postponed on the historical agenda. The socialist 
Stage, as the first stage of communism, has not only been 
prolonged (the initial stage of socialism alone is a very 
long historical period lasting at least 100 years, and the 
length of the maturing period for socialism is even 
unpredictable) but also has become a common thing 
rather than a high ideal. The concept about the economic 
mode of socialist society has changed from negating the 
commodity economy to limiting commodity exchanges 
to those between state- and collective-owned units to 
accepting the fact that the commodity economy is 
unavoidable during the initial stage of socialism and that 
the socialist economy as a whole is a planned commodity 
economy. With regard to socialist society’s economic 
Structure and operational mechanism, the concept has 
also undergone a series of changes: from not accepting 
the market economy at all and only accepting the 
planned economy to accepting the market as a supple- 
mental means of regulation for the socialist planned 
economy to establishing the theory of the socialist 
market economy and recognizing the market’s basic role 
in the allocation of resources. As to the ownership system 
for socialist society, the concept has changed from 
stressing public ownership as the only economic base of 
our country and society and only accepting the two 
forms of public ownership—stat- ~wnership and collec- 
tive ownership—to accepting the long-term coexi;*2nce 
and common development of multiple economic sectors 
and ownership systems, including the private economic 
sector and foreign-funded enterprises, with public own- 
ership as the mainstay. As regards the distribution 
system for socialist society, the change is: from accepting 
only the principle of distribution according to work to 
recognizing the fact that, while carrying out essentially 
the principle of distribution according to work and 
income based on labor, it is also necessary to practice the 
principle of distribution not according to work and even 
allow a certain amount of exploitation to exist, and so 
forth. 


These changes in concept are not imposed on our current 
society artificially or subjectively by anyone, but have 
resulted from our socialist practice over the past several 
decades. While many Marxists in the past could not 
imagine such drastic changes, today’s Marxists must face 
these living realities and develop Marxism accordingly. 
In outward form, these changes and the related policy 
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modifications are a kind of regression. In essence, how- 
ever, each of them represents an advance in the real 
sense. They have eliminated the illusive parts of 
socialism and enabled socialism to take deep root in the 
Chinese earth. Using productive forces as a basic crite- 
rion to judge the correctness of lines and policies, we will 
see that the economic development of our society, the 
improvement of our people's living standard, and the 
boosting of our overall national strength al! point to this 
conclusion: China’s socialist material foundation as a 
whole is firmer and more consolidated than ever. 


To sum up, the characteristic of the times is that peace 
and development are two main themes in the world. For 
a considerable time from now on, it is possible to avert a 
new world war. Peace and development are inseparable. 
In no way can the world develop while the vast number 
of developing countries are forever poor and backward. 
Countries should develop, society should progress, the 
economy should be prosperous, the living standard 
should be improved, and the world should be peaceful— 
these have become the universal demands of the peoples 
of all countries. They have also provided a favorable 
international environment for China's socialist- 
modernization, reform, and opening-up drive. Since the 
1970's, many countries, our neighboring countries and 
regions in particular, have accelerated their develop- 
ment. This very fact has inevitably aroused our sense of 
urgency about our own development. Due to influence 
by the “left” guiding ideology, however, our economy 
has long been in a state of no or slow development, 
resulting in an ever-widening economic gap between us 
and our neighboring countries. If we do not develop our 
economy quickly and in a down-to-earth way and make 
a firm effort to change the old ways hampering our 
economic development, we will meet with great difficul- 
ties in consolidating our socialist system and ensuring 
the long-term peace and stability of our country. Com- 
rade Xiaoping said: “If socialism always means poverty, 
it cannot hold its ground.” (Selected Works of Deng 
Xiaoping, 1975-1982, p. 176) “Our modernization pro- 
gram and socialist cause will be doomed if we don’t make 
reforms, now.” (Ibid, p. 140) Since the Third Plenary 
Session of the 1 1th CPC Central Committee, the second- 
generation central leading collective with Deng Xiaoping 
as the nucleus has boldly advanced a host of new socialist 
ideological theories by proceeding from China’s current 
reality and the characteristics of the times, summing up 
our positive and negative practical experience of 
socialist construction over the past several decades, and 
drawing on the historical experience of other countries 
with regard to the rise and fall, success aad failure of 
socialism. These theories include: theory of each country 
taking its own road to develop socialism, theory of 
China’s initial stage of socialist development. theory of 
the essence of socialism, theory of the basic tasks of 
socialism, theory of internal dynamics for socialist devel- 
opment, theory of external conditions for socialist devel- 
opment, theory of the socialist commodity economy and 
market economy, theory of socialist democratic politics, 
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theory of socialist spiritual civilization, theory of polit- 
ical guarantee for socialist development, theory of stra- 
tegic steps for socialist development, theory of leading 
and reliable forces for socialist development, theory of 
special economic zones, and theory of one country, two 
systems. As pointed out in the report of the 14th CPC 
National Congress, “The new developments and 
achievements of socialism in China over the last 14 years 
have led us to compare our present with our past and our 
country with other counties. These comparisons have 
further convinced us that our party’s theory of building 
socialism with Chinese characteristics is correct and that 
it corresponds to the interests and needs of the people. 
This theory has, for the first time, given preliminary but 
systematic answers to a series of basic questions about 
how to build, consolidate, and develop socialism in a 
country with a backward economy and culture like 
China. It has inherited and developed Marxism by 
introducing new ideas and from a new viewpoint.” As 
can be seen, it is an inevitable outcome that the theory of 
building socialism with Chinese characteristics, estab- 
lished for the purpose of properly solving a series of basic 
questions about socialism in China, has brought about a 
great leap forward in the history of development of the 
scientific theory of socialism. 


The theory of building socialism with Chinese character- 
istics is a significant development of Mao Zedong 
Thought in the new era. But it does not and could not 
cover everything we should know about how to build, 
consolidate, and develop socialism in China. Like Marx- 
ism-Leninism-Mao Zedong Thought, which is an open- 
type ideological system, the theory of building socialism 
with Chinese characteristics should be further enriched, 
improved, and developed through repeated tests in prac- 
tice amid the effort to study the new situation and solve 
new problems. This theory, a development of Mao 
Zedong Thought, has a long history and is well-founded 
in China. 


Effects of Market Economy on Politics 
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{Article by Jia Donggiao, affiliated with the Political 
Science Department of the Northwest Normal Univer- 
sity, edited by Li Shen: “A Preliminary Analysis of 
Effects of the Market Economy on Politics in Our 
Country”] 


[Text] The transition from a planned economy to a 
market economy represents an important change in our 
countgy’s socioeconomic system. This change is certain 
to affect the political sphere, leading to a series of 
changes in the political process. Such changes constitute 
an important part of the change in social structure and 
function, and also represent the inevitable trend in 
political development. 
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I. Politics’ Different Directions Under Different 
Economic Systems 


The economy is a lifeline which makes it possible for a 
society to survive, and the state and development of the 
economy have a fundamental impact on the state of 
existence and development prospects of a society. 
Human society’s political and cultural activities, which 
are based on economic activities, are always constrained 
by the state of the economy, and also in turn produce 
promoting or hampering effects on the economy. The 
relationships between politics and economics are even 
more so. Economic realities determine politics’ direc- 
tion. At the same time politics serves to maintain certain 
economic interest relationships in society and social 
order; the success or failure of its development is directly 
related to the economic system and its functional 
strengths and weaknesses, and would inevitably affect 
the economic system and its functions. 


Different economic relationships and different eco- 
nomic systems have different impacts on the political 
process. In our country’s society, before the start of 
reform and opening up, there was a strictly product- 
economy system, and society’s economic activities were 
governed by a management system purely based on 
public ownership. Correspondingly, human activities 
were also strictly treated as products; that is, like eco- 
nomic products, human labor capacity was deployed in a 
unified manner in accordance with strictly political and 
social goals, instead of being exchanged as goods. The 
reflection of such an economic situation in the political 
sphere was the system of the ruling party’s unified 
leadership and the society-encompassing development of 
the ruling party. Political life was also governed by 
unified arrangements made by a highly centralized 
system. Individuals and social groups were put into 
political categories in a strict manner, and lacked full 
freedom and the right to choose; as a result there was a 
lack of democratic popular political participation. In line 
with the situation where the production of products was 
not regulated by the market, the decision power over 
political life was in the hands of some persons or even 
one person who made plans on political products. Such a 
Situation could very easily lead to arbitrary rule exer- 
cised by an individual. 


With the development of reform and opening up in our 
country, our country’s traditional product-economy 
model was challenged, and finally replaced by the com- 
modity-economy model. The commodity economy is an 
economic model according to which labor and labor 
products are used for social exchanges, with all economic 
activities being governed by extensive social xchanges. 
Under such a model, there have been extrer.zly impor- 
tant changes in various aspects of the economic, social, 
and political spheres: |) The ecenomic system has 
moved from being in a highly centralized state toward 
being in a relatively decentralized state; correspondingly, 
there have also been political reforms characterized by a 
movement from a highly centralized system to a rela- 
tively decentralized system, and there has also been 
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some progress in the efforts to separate the party from 
government, to separate central power from local power, 
and to achieve the horizontal separation of power among 
political institutions, that is, to separate legislative 
power, executive power, and judicial power from each 
other. 2) The functioning of the economy has changed 
from being in a highly controlled state completely based 
on mandatory planning into being in a relatively free 
state based partly on mandatory planning and partly on 
guidance; and the functioning of the economy is more 
important than economic goals thernselves. Correspond- 
ingly, the role of politics has changed from being unlim- 
ited, as was the case in the past, into being limited. 3) 
Commodities’ inborn differentiating function has led to 
the relative differentiation among population groups. 
The “mass” concept and consciousness have been grid- 
ually replaced by the “citizen” concept and cons>)vus- 
ness. People have changed from constituting a homoge- 
neous collective, as was the case in the past, into being 
divided into interest-based groups. At the same time, the 
inborn equalizing function of commodities has led to the 
emergence of equal relationships among people, with the 
existence of political strata being subjected to fierce 
attacks. 4) The effects of the market economy on inter- 
ests are reflected by the fact that the situation of homo- 
geneous interests represented by the state under a 
product economy has been terminated. The phenom- 
enon of interest differentiation has occurred. This has on 
the one hand increased conflicts between people, but on 
the other hand also stimulated interest-based economic 
competition among people, thereby facilitating social 
and economic development. The political sphere has 
also seen the emergence of political interest differentia- 
tion as well as different wishes and demands, resulting in 
the expansion and upgrading of popular political partic- 
ipation. However, in the process of political differentia- 
tion, as the degree of political institutionalization and 
the capability for political integration are inadequate, 
the potential for political turbulence has also increased 
correspondingly. 


As should be pointed out, the commodity economy and 
the market economy are the same in essence; commod- 
ities and the market represent two mutually dependent 
aspects However, in the process of establishing a market 
economy, our country once used the concept of the 
“planned commodity economy”; consequently it has 
been difficult for the commodity economy to shake off 
the planned-economy problems in the process of having 
itself regulated by the market. As a result it has been 
difficult to make commodities truly regulated by the 
market, while it has also been difficult to have the 
market truly based on commodities. The market 
economy has been repeatedly constrained by product 
economy activities and product politics, resulting in a 
unsound, vacillating situation in our country’s economy. 
Thus, in view of the demands of economic and social 
development, the concept of and demand for a complete 
market economy has finally been put forward. 
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The market economy is an economic formation under 
which society’s economic activities are compietely gov- 
erned by the market mechanism and achieve self- 
regulation and self-control and development on the basis 
of market demand. First. this concept has been put 
forward in order to free economic activities from gov- 
ernment control which has remained strong. Secondly, 
the concept has been put forward because it is clearer 
and more general than the concept of the commodity 
economy; those entering the process of marketization are 
not just commodities themselves, but also various social 
objects that are treated as commodities, such as mental 
power, physical power, information, and social relation- 
ships. Therefore, the market economy has great impact 
on the entire society. In the political sphere, the effects of 
the market economy will also play a greater role in the 
abovementioned four areas. First, the impact of the 
market economy on the political sphere is comprehen- 
sive and total; second, such impact is not artificial but 
objective, and will not be affected by human will; third, 
such impact and the process of establishing and 
expanding a market economy are not synchronized: such 
impact takes place in a gradual, imperceptible way and 
over a long time. There will certainly be a period of 
transition from being cold to being hot. 


II. The Process in Which the Market Economy 
Changes From Producing Diluting Effects Into 
Producing Intensifying Effects on Political Life 


The market economy's impact on our country’s political 
life did not demonstrate its strong stimulating effects at 
the beginning. On the contrary. because of the charac- 
teristics of the market economy, the establishment of a 
market economy produced, at first. unwinding effects on 
the political process, and will produce stimulating effects 
again only later. 


Under the planned economy. as the political control 
power was in a higher position than the economic 
functioning power, while political forces had infiltrated 
all sectors of social life, society was characterized by a 
tendency to politicize everything and the political mech- 
anism was very developed, with the people having high 
political enthusiasm. But, because of the closed nature of 
such a political process, people’s political enthusiasm 
was relatively blind in nature. and the functioning pro- 
cess of politics was characterized by a lack of a demo- 
cratic mechanism. Under the incomplete market econ- 
omy—planned commodity economy, the political 
process was also a relatively hot spheze. The reason for 
that was as follows. On the one hand, society's initial 
reform and opening up stimulated people's desire for 
social participation which had long been suppressed and 
distorted, resulting in a widespread desire on the part of 
people for participation and political democracy. But, on 
the other hand. as the market was incomplete, only a 
small number of people could enter the market. Thus, 
there were few channels through which people could 
engage in social participation, and thus their energy had 
nowhere to be released: as a result they paid close 
attention to politics. The process of establishing a market 
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economy should have made people release their political 
enthusiasm to a greater extent. But, because of the 
special characteristics, political life has to go through a 
process of moving from being diluted in an initial 
market-economy period to being intensified in a devel- 
oped market-economy period. 


The initial market-economy period. The vigorous publi- 
cizing and rapid development of the market economy 
have changed the center of social problems, and corre- 
spondingly there has occurred the cooling-down phe- 
nomenon in political life. The fun samental reason lies in 
the free nature and interest-based nature of the market 
economy. The concrete manifestations are as follows: 1) 
Because of the establishment of a market economy, 
people’s social goals have changed. In the past an non- 
market-based economy suppressed people’s pursuit of 
economic interests, and consequently the political pro- 
cess became a focus of people’s attention. Today, in 
terms of their goals, people are attracted by economic 
interests, with political beliefs being replaced by material 
benefits, and the pursuit of money has replaced people’s 
pursuit of social and political status. 2) People have more 
opportunities to participate in the socioeconomic pro- 
cess. The market’s society-encompassing nature makes it 
possible for people to freely enter or exit socioeconomic 
activities, and economic opportunities of a material 
benefit nature exist throughout society. This has to some 
extent satisfied people’s desire for social participation, 
making people refrain from engaging in political partic- 
ipation. 3) The openness of the market economy has 
increased people’s freedom as well as the range of choice 
for people, but has also intensified interest differentia- 
tion and interest-based conflicts. As a consequence, 
people are no longer willing to incur risks not related to 
material benefits by being overly involved in the polit- 
ical process. The coming of the period of political 
dilution does not mean that people have totally lost their 
political consciousness and will, but it means that peo- 
ple’s politics-related attention has been relatively and 
temporarily shifted; thus this can be said to be a period 
of accumulation of political energy. In this period, the 
country’s politics mainly centers on the building of a 
market economy, and the function of politics itself has 
also been diluted. Such a process of political dilution has 
a positive side: that is, it is, on the one hand, conducive 
to maintaining relative social and political stability, and, 
on the other hand, also conducive to concentrating 
people’s energy on economic construction. However, it 
has also a very negative side: that is, the weakening of 
people’s participation will, on the one hand, make the 
political process lose its legitimacy and authority, and, 
on the other hand, also weaken people’s monitoring and 
control of the political process. 

The developed market-economy period. As the market 
economy gradually becomes prosperous and gets devel- 
oped and as the developed period arrives, the political 
process will arouse people’s attention again, and political 
construction will become an important item on society’s 
agenda. The reasons for that are as follows: |) Because of 
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the development of the market economy, people’s needs 
relating to material life will be relatively satisfied, and 
people will have the energy and time to pay attention to 
their society and the political environment again. 2) 
After achieving satisfaction in material life, people will 
no longer be contented with getting material benefits, 
and will begin to have a desire for political participation 
again, demanding for social and political statuses in line 
with their economic interests. 3) The development of the 
market economy will provide a whole set of foundations, 
including material and information-related conditions, 
for the political process, while improving people’s citizen 
consciousness and quality relating to democratic partic- 
ipation. 4) The development of economic interests will 
intensify conflicts among different social strata, and 
interest differentiation and interest-based conflicts will 
become an important social problem. This will require 
that politics be capable of reintegrating society and 
stabilizing social order. People’s high expectations in this 
regard will turn politics from being cooled down into 
being heated up. This period will be a period in which 
the economy is relatively prosperous, in which social 
problems are relatively complicated, and in which the 
value of politics will rise, and will represent an inevitable 
stage in economic and social development. 


The process in which the market economy changes from 
producing diluting effects into producing intensifying 
effects on political life is an objective social reality. The 
political system must accommodate such a process, but 
such accommodation should not be passive or unlim- 
ited, but be active and responsible. This requires that the 
political apparatus not weaken its own political role in 
the various stages of development of society, and that a 
political system meeting the demands of social develop- 
ment be constructed on the basis of reform. As should be 
particularly noted, in the initial market-economy period 
the political apparatus should not weaken its own polit- 
ical construction, but should actively carry out political 
reform, so as to get ready for the new political fervor 
which will accompany the arrival of the developed 
economy period. Otherwise, once new political demands 
are raised, the political apparatus will be at a loss what to 
do, and the country is very likely to experience chaos and 
a loss of control. Therefore, it is necessary to accomplish 
the following several things in political life in our 
country: |) Actively proceed with the reform of the 
political system, in order, on the one hand, to open up a 
path to the construction of a market economy and, on 
the other hand, to establish a new, just, and effective 
political system and raise the level of political institu- 
tionalization, thereby providing an institutional basis for 
people’s new political participation and political 
changes. 2) Strive to increase the political apparatus’ 
capacity for political and social integration, and main- 
tain social norms, so that various social forces will 
develop on a common basis and in the same direction. 3) 
In conjunction with the reform of the political system, 
carry out political consultations, broaden the channels of 
political and social participation, and rectify various 
social relationships, so as to provide guarantees for 
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people’s activities of democratic participation. 4) Raise 
the cultural quality and democracy level of members of 
society, SO as to ensure that they will enter the political 
process in a rational, reasonable, and lawful manner. 


Ill. The Inevitable Effects of the Market Economy on 
Elements of Politics in Our Country 


In the process of establishing a market economy, the 
abovementioned period of political dilution is a tempo- 
rary one, but the trend toward political intensification 
will be a long-term, profound one. With the perfecting 
and consolidating of the market mechanism, there are 
certain to be great corresponding changes in various 
elements of the political sphere. Such changes mainly 
involve political ideas, citizens’ political quality, govern- 
ment’s function, the political system, etc. 


First, the market economy’s effects on our country’s 
political ideas. The market economy’s catalytic effects 
on the political process are first of all manifested in the 
field of ideas. Changes in political ideas constitute the 
precondition for political activities. The market econ- 
omy’s effects on political ideas are very extensive. The 
main manifestations are the following ones: |) The idea 
of freedom. The emergence of a free market has liberal- 
ized people’s be iavior at the economic and social level. 
Such a change will lead people to demand for corre- 
sponding political freedom and independence, that is, 
that they want to freely express their wills and to 
independently exercise their rights. 2) The idea of 
equality. The idea of equality is a core part of social and 
political ideas. In the past, we always understood 
equality to mean equality of actual benefits, while 
ignoring the more important equality of opportunity and 
procedural equality. The development of market 
economy is certain to demand the equality of opportu- 
nity and procedural equality. This will provide a social 
basis for political equality. 3) The ideas of exchange and 
competition. The market is a place for economic 
exchanges and competition. The political manifestation 
of the ideas of exchange and competition nurtured by the 
market economy is people’s demand for equal-exchange 
relationships between political and economic interests as 
well as between political interests. Otherwise, no one will 
care about the political process. At the same time, 
holding political offices is one profession in society, and 
people should also gain political offices and interests 
through competition. 4) The idea of quality. For a long 
time, people only talked about economic quality, but 
neglected political quality. But, the market economy's 
demand for quality is manifested not only in economics 
but also in politics. This means that the idea of political 
quality should be established, and that there should be 
quality requirements on the correctness of political deci- 
sions and the efficiency of the functioning of politics as 
well requirements on the quality of political office 
holders. 5) The idea of the masses. We have always 
adhered to the idea of the masses in regard to politics. 
But only the market economy can truly put the masses in 
a position that they deserve. Furthermore, such a mass 
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base is not provided by highly collectivized ordinary 
people. but by the association of differentiated indi- 
vidual citizens. 


Second, the market economy's effects on the political 
quality of our country’s citizens. Citizens’ political 
quality provides the foundation for a country’s political 
democratization. Without citizen’s good quality, there 
will be no sound democratic politics. Under the planned 
economy system, for a long time our country tried to 
improve the citizens’ quality through political indoctri- 
nation, and there was a lack of a training ground. The 
establishment of a market economy has provided a 
natural ground for the quality-related training of citi- 
zens. On the basis of improving citizens’ economic and 
social capability and quality, citizens’ political quality is 
certain to be also truly improved. This is demonstrated 
in the following ways. |) The improvement of citizens’ 
political participation quality. The market economy 1s 
an open economy. The openness means that everyone 
can participate in it on an equal footing. The market 
economy process improves citizens participatory 
quality, and the capability for political participation will 
also be correspondingly improved. 2) The improvement 
of citizens’ capabilities for political judgment and 
expression. The establishment of a market economy has 
terminated the closed situation in society; thus amidst 
the opening people are able to receive more and more 
economic, social, cultural, and political information, 
have become more capable of making political judg- 
ments, and dare, and are able. to express their wills and 
desires. 3) The strengthening of citizens’ capability for 
identification. Under the planned economy, there did 
not exist in reality a process of citizens’ political partic- 
ipation, and thus citizens tended to adopt a blind and 
apathetic attitude toward politics. Under the market 
economy, because of actual interests, citizens have 
become more capable of identifying with the political 
process, and are able to take the initiative in entering the 
political process, understanding and implementing polit- 
ical policies. This 1s a manifestation of the integration of 
politics with society. 4) The enhancement of citizens’ 
capability for political self-government. The market 
economy is private and autonomous, and the citizens 
participating in it will also develop self-governing char- 
acteristics. Herein lies the basis of the meaning of 
political self-government, that 1s, the idea is to achieve 
true self-government of society, to increase the scope of 
self-government of society, and to improve the quality of 
self-government of society, through the practice of 
having individual citizens govern themselves. 


Third, the market economy's effects on government's 
political and administrative functions. Our country’s 
transition from a planned economy to a market economy 
itself means the beginning of the weakening of govern- 
ment’s role in the economic sphere and of the economy's 
self-regulated functioning centered on the market. Under 
such circumstances, government's political and admin- 
istrative functions will be kept at the necessary macro- 
economic level, and a policy of nonintervention will be 
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adopted with regard to the microeconomic level. The 
main role of government in the economy ts to carry out 
the state’s macroeconomic decision making. and to pro- 
vide various conditions for the functioning of the market 
economy on a fair and healthy basis. while maintaining 
order in the economy. For this reason, the transforma- 
tion of government's function is not only manifested in 
its economic function but also in its social function. 
Mainly, government's capability to control social orga- 
nizations and individual citizens will also be weakened. 
The legal mechanism will be used to a greater extent so 
that people can live freely. 


Finally. the market economy's inevitable effects on our 
country’s political system. The process of establishing a 
market economy 1s in essence a process in which the 
economic system undergoes great changes and 1s trans- 
formed. This process is in essence the process of moving 
from a centralized economy to a liberal democratic 
economy. Economic freedom and democracy will not let 
centralized politics continue to exist, but are sure to 
promote political democratization, so as to provide 
political safeguards in relation to economic freedom and 
democracy. The main manifestations of changes in the 
political system will be as follows: |) The market econ- 
omy’s inevitable effects on our country’s politica! struc- 
ture and system. Market-based differentiation, the priva- 
tization of the economy, and the raising of the status of 
the economic sphere will produce important impact on 
the various elements of our country’s politics, and the 
ruling party, government, legislative organs, and judicial 
organs will all have relevant reactions. There will be 
changes in the state of structural arrangement of the 
various political institutions. The overall goal of the 
changes will still be to seek harmonization with the 
economic system. 2) The effects of the free competition 
mechanism of the market economy on our country’s 
electoral and representative systems. There have been 
imperfections in our country’s electoral system for a long 
time. A main reason ts the lack of a mechanism of free 
competition. This has made it impossible to select citi- 
zens political spokesmen and civil servants in a fair and 
just manner. Because of the development of market 
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economy, society 1s certain to be filled with free compe- 
tition. As such competition is reflected in politics, it 1s 
sure to be demanded that political offices, as part of the 
result of the social division of labor. should also be 
acquired through competition. An important sign of 
such a change would be that a competitive electoral 
system is used to govern the election of deputies to 
people's congresses and the selection of government 
officials and that a system of open competition 1s used to 
govern the recruitment of civil servants. In this connec- 
tion, the market economy will greatly reform the repre- 
sentative system itself. The free and equa! exchanges in a 
market economy demand that the entrusting of power 
conducted under the representative system be also based 
on equal exchanges. People’s congresses must play their 
role as the true organs of state power. in selecting their 
own representatives citizens will base their decisions on 
whether the candidates can satisfactorily represent their 
will and be responsible to them. 3) The market's I1beral- 
izing and differentiating effects on the power-checking 
mechanism. The inborn independence. freedom. and 
ditferentiating function of the market economy them- 
selves make 1t certain that the economy will constrain 
political power. so as to keep politics’ interference in the 
economy within an appropriate scope. At the same time. 
such characteristics and effects will also make people 
inclined to monitor and control the political process on 
a habitual basis, resulting in the various elements of 
politics checking each other. thereby preventing power- 
related corruption. 4) The effects of the market econ- 
omy’'s freedom and independence on the public opinion 
system. The public opinion is an important political 
mechanism as well as an important mechanism in social 
life. Under the planned economy. the public opinion was 
strictly controlled by the government and the ruling 
party; this situation was not conducive to the exercise of 
public opinion supervision over political actors. The 
development of market economy will lead to a greater 
range of choice in the area of public opinion, and the 
media will follow the public opinion. It will be the legal 
system but not any active element of politics that will 
impose norms on and control the media. In addition. a 
market economy will also have important effects on our 
country’s political party system and other systems, ulti- 
mately leading to truly modernizing reforms in our 
country’s political sphere. 
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[Text] As far as market economy countries (including 
planaed economy countries where the market factor 
accounts for a substantial part of economic activities) are 
concerned, price movement is a comprehensive indi- 
cator showing the situation regarding the functioning of 
a country’s economy. With the acceleration of economic 
development, price movement tends to be upward. In 
our view, low inflation can play the role of stimulating 
economic development and of adjusting economic struc- 
ture and price ratio relationships between goods; how- 
ever, excessively high inflation would aggregate the 
instability in the functioning of the economy, thereby 
producing disruptive impact on the normal development 
of the national economy. Although the formation mech- 
anism of inflation in our country in recent years is 
complicated, there are mainly two causes: cost-based 
pushing and demand-based pulling. An analysis of their 
combined effects provides the basic analytical frame- 
work and line of thought on policy with regard to 
inflation. 


pe ost-Based Pushing: Inflation’s Accelerator in Real 
ife 


The main effects of price movement come from the main 
process of economic activities and noneconomic phases, 
and are necessary to minimizing distortons in the price 
system and to rectifying economic relationships. From 
an overall perspective, increases in the fixed expenses 
and contingent expenses incurred by enterprises in pro- 
duction and business operation push up production 
costs, and the resultant pressure will be ultimately trans- 
ferred away through prices. 


(1) Cost-based pushing is mainly embodied by large 
increases in labor compensation and material consump- 
tion and by a continued decline in the input/output ratio. 
Earlier reforms included a series of steps to raise the 
procurement prices of agricultural and sideline products, 
to lower the marketing prices of industrial products, to 
increase urban and rural residents’ income, and to 
expand enterprises’ autonomy. The result was the emer- 
gence of a large hole in economic development which 
pushed up ccists—a large increase in the level of material 
consumption. From a macroeconomic perspective, since 
the start of the reform, the material consumption rate 
has been rising all along in the five major sectors of 
physical-product production in our country; the rate rose 
from 56 percent in 1978 to 63.2 percent in 1991, was 
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approximately 64 percent in 1992, and is expected to be 
around 65 percent in 1993. At the same time, the pattern 
of distribution of nationai income has also been altered, 
leading to a marked increase in the share of individual 
income in national income. The state revenues’s share of 
gross domestic product [GDP] fell from 31.6 percent in 
1978 to 14.2 percent in 1992, while the share of people’s 
individual income in gross national product [GNP] rose 
from 49.3 percent to 61.1 percent. Current-price GNP in 
1992 represented an increase of 570 percent over 1978; 
however, during that period people’s disposable income 
increased by 710 percent. Such a change in the pattern of 
income distribution has both an element of paying back 
debts regarding people’s individual income and con- 
sumption, but has also been the result of income distri- 
bution’s tilting in favor of individuals caused by the fact 
that during the reform effective checking and balancing 
mechanisms have not been established in the sphere of 
distribution. The excessively rapid increase in individual 
income has resulted in a continued decline in society's 
overall input-output level. The rate of total final social 
output of products and services, calculated on the basis 
of society’s total material consumption, total labor com- 
pensation, and total government service spending, was 
60.5 percent in 1978, fell to 48.5 percent in 1991, and 
was only around 48 percent in 1992. Especially, with 
technological progress, capital's composition is 
becoming more organic, while enterprises’ business 
operation and management are of a low standard; thus 
the rate is expected to continue to decline in 1993. 


(2) The direct harmful results of cost-based pushing have 
been a large decline in returns on fund use and persis- 
tently low macroeconomic efficiency. As an inevitable 
result of the increases in enterprises’ production and 
business costs, the decline in returns on fund use has 
been unavoidable. Take the example of state-owned 
enterprises. Profit and tax generated by every 100 yuan’s 
worth of capital stock totalled 18.3 yuan 1978, and fell to 
14 yuan 1984; they rose back to 15.1 yuan in 1988, but 
declined rapidly thereafter, falling «o 8.4 yuan in 1990. 
The main indicators of economic efficiency of industrial 
enterprises which are independent accounting units 
show a similar picture. The profit and tax rate on capital 
was 25.2 percent in 1980, and fell to around 12 percent 
in 1992. Losses incurred by loss-making enterprises 
increased from a total of 3.881 billion yuan to a total of 
47 billion yuan, representing an increase of 1,110 per- 
cent and an annual growth rate of 23.1 percent. The 
situation of low macroeconomic efficiency is already 
worrisome. 


(3) The direct cause of the increases in costs has been 
large increases in wages and prices for enterprises’ pro- 
duction inputs; rapid increases in purchasing prices for 
raw materials, fuels, and electricity have pushed up 
enterprises’ product costs. Before the Third Plenum of 
the 11th CPC Central Committee, our country’s price 
system was distorted. Prices for goods produced by the 
mining industry and the raw material industry were too 
low, while prices for products of the processing industry 
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were obviously too high; prices for some industrial 
products were ridiculously high, while prices for some 
other products were ridiculously low. The price-ratio 
relationships were irrational. Prices for many products 
reflected neither values nor supply-demand situations. 
In order to resolve those problems, the state conducted 
several rounds of adjustment of prices for industrial and 
agricultural products: First, it gradually raised the pro- 
curement prices of agricultural and sideline products and 
reformed the system of management of prices for agri- 
cultural and sideline products; second, it raised prices for 
some energy products and raw materials, and gradually 
relaxed the control over prices for means of production; 
third, it gradually adjusted transport, postal, and tele- 
communication prices; and, fourth, it adjusted and 
removed restrictions on prices for some consurner goods; 
fifth, it changed the price-setting method based on 
domestic distribution prices with regard to imports, and 
adopted the foreign-trade agent system. With the adop- 
tior of the abovementioned policies and measures, on 
the one hand enterprises, as producers and business 
operators, would reap gains through increasing the pro- 
ducer prices of their own products, but on the other hand 
the increases in purchasing prices for inputs used by 
enterprises also led to increases in enterprises’ expenses. 
During the period of economic overheating in 1988, 
purchasing prices for all of enterprises’ raw materials, 
fuels, and electricity increased by 20.2 percent over the 
previous year. In this regard, nonferrous metals rose by 
36.7 percent; chemical-industry raw materials rose by 
33.4 percent; and goods of the timber and paper pulp 
category rose by as much as 43.1 percent. The year 1989 
was also affected. Purchasing prices rose by 26.4 percent 
on an overall basis: in this regard, purchasing prices for 
goods in the categories of fuels and electricity, ferrous 
metal materials, nonferrous metals, chemical-industry 
materials, construction materials and nonmetal min- 
erals, agricultural and sideline products, and raw and 
other materials for the textile industry all rose by more 
than 20 percent. 1992 saw rapid economic growth, but at 
the same time the purchasing prices paid by enterprises 
rose by 11.0 percent. In this regard, purchasing prices for 
fuel and electricity rose by 16.4 percent; construction 
materials rose by 18.8 percent; and ferrous metals rose 
by 14.5 percent, with steel products rising by 15.9 
percent. The increases in purchasing prices ultimately 
led to increases in producer prices. In 1985-1992, indus- 
trial producer prices rose by 96 percent on an overall 
basis; in this regard, means of production rose by 107.8 
percent, and consumption materials rose by 76.1 per- 
cent. 


In addition, as the degree of agricultural mechanization 
has increased, as the amounts of chemical fertilizer and 
pesticide used have increased, as the system of socially 
provided rural services is not well-developed, and as the 
lack of development of specialized division of labor and 
the small production scale have made it difficult to 
achieve returns to scale, the costs of agricultural products 
have increased continuously. In order to ensure increases 
in peasants’ net income, the state has to raise the 
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procurement prices of agricultural products frequently. 
Prices for some agricultural products in our country are 
close to those on the international market. Agriculture’s 
material consumption rate on total output increased 
from 30.2 percent in 1984 to 35.4 percent in 1991. The 
cost of every 100 yuan of net agricultural income 
increased from 53.1 percent in 1982 to 134.2 percent in 
1991. As in our country more than half of people’s 
living-expense income is spent on food consumption, 
increases in prices for agricultural products and food 
have very harmful effects on the effort to maintain the 
stability of the general price level. 


(4) The fundamental cause of persistently high costs is 
the irrationality of the supply structure, which has led to 
the idling of a great deal of production capacity and to 
large increases in inventories. Because regions and sec- 
tors pursue their separate interests, investment tends to 
be small in scale and to be scattered, while the phe- 
nomena of blind construction and overlapping construc- 
tion are very prominent. The irrationality of the struc- 
ture of investment increase has also made it very 
difficult to adjust the inventory structure. Data on 
capacity utilization regarding the production of 45 major 
industrial products show: that those with utilization 
rates of more than 80 percent include raw coal, crude oil, 
steel, pig iron, ethylene, hydrochloric acid, synthetic 
rubber, refined methonal, dyestuff. electric fans, and 
beer, accounting for 24 percent of the major products 
and being mainly products of the metallurgical, chem- 
ical, and food industries; those with utilization rates 
between 50 and 80 percent include sulphuric acid, con- 
centrated nitric acid, caustic soda, soda ash, farm-use 
chemical fertilizer, nitrogenous fertilizer, phosphate fer- 
tilizer, chemical pesticide, formaldephyde. paint, plastic 
products, steel products, chemical fibers, cement, plate 
glass, tires and inner tubes, internal combustion engines, 
automobiles, large and medium-sized tractors, motion 
picture films, tape recorders, mechanical watches, 
sewing machines, bicycles, and black-and-white televi- 
sion sets, accounting for approximately 62 percent of the 
major products and being mainly products of the chem- 
ical, construction material, and electric and machinery 
product industries. Those with utilization rates of less 
than 50 percent include household electric refrigerators, 
room air-conditioners, household washing machines, 
vacuum cleaners, and color television sets, accounting 
for approximately 14 percent of the major products and 
being mainly products of the newly emerging household 
appliance industry. In this regard, the equipment utili- 
zation rates are only 36.7 percent and 16.5 percent 
respectively in the cases of household refrigerators and 
vacuum cleaners, representing declines from the pre- 
vious year. The small scale of production and the low 
rate of production capacity utilization have made it 
difficult to achieve returns to scale that modernized 
production can generate, while the per unit product fixed 
cost is persistently high; all this will ultimately further 
push up product costs. Furthermore, in recent years the 
adjustment of enterprises’ product mix and the changes 
in market demand are not synchronized, resulting in 
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slow sales and large inventories of products at enter- 
prises; all this has also pushed up current costs. The 
increase in enterprises’ circulating funds has been partly 
caused by the increase in the scale of the economy and 
the slowing down of fund circulation, but the main cause 
lies in the effects of enterprises’ poor management. 
According to estimates, in recent years increases in 
variable costs caused by enterprises’ excessive reserves 
and inappropriate inventories totalled 50-80 billion 
yuan each year. 


II. Demand-Based Pulling: Stimulating Manifest 
Inflation 


(1) Rapid growth in demand and growth in the gap 
between supply and demand are mainly caused by exces- 
sively large pulling effects on investment, consumption, 
and import and export trade. 


1. The foremost factor originating from demand expan- 
sion is the investment-expansion pulling effect. Since the 
beginning of 1992, our country’s fixed asset investment 
has been growing rapidly; 758.2 billion yuan’s worth of 
investment was completed in the entire year, repre- 
senting an increase of 37.6 percent over the year before. 
Investment growth has on the one hand contributed to 
rapid economic growth, but on the other hand also 
pushed up prices, thereby increasing inflationary pres- 
sure. In 1984 and 1995, total social fixed-asset invest- 
ment increased by 28.2 percent and 38.8 percent respec- 
tively over the respective years before. In the same years, 
current-price GNP increased by 19.8 percent and 22.9 
percent respectively; in the same years, the national 
economy’s reduction indexes were 4.5 percent and 9 
percent respectively. In 1988 the economy overheated, 
and total social fixed-asset investment increased by 23.5 
percent over the previous year, while the national econ- 
omy’s reduction index rose to 10.9 percent. There was an 
obvious relationship between the index of prices for 
investment goods and fixed asset investment, and there 
was a significant lag effect in this respect. For instance, 
in 1985-1986, the index of prices for investment goods 
rose by 9.7 percent on average; in 1988-1989 prices for 
investment goods rose by 12.7 percent on average; the 
figure for 1992 was around 11 percent. In view of the 
development cycle and trend, the index of prices for 
investment goods will increase by around 13 percent in 
1993. Generally, after a time lag of 6-10 months, an 
increase in the index of prices for investment goods will 
be reflected by consumer prices, and the first effect will 
be an increase in the index of cost of living for people, 
indicating rapid increases in prices for many things 
including housing, medical care, and transport and in 
fees for basic facilities and services. 


2. The second factor originating from demand expansion 
is the effect of consumption demand expansion. A prom- 
inent feature of consumer price increases in our country 
has been the radical changes in the consumption supply 
and demand relationships and the resultant price 
increases. Before the reform started, our country fol- 
lowed a policy on purchasing and marketing goods which 
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was characterized by low wages, low prices, and high 
subsidies and by a situation where coupons would be 
used if supply was not adequate. In 1953-1978 retail 
prices rose at an average annual rate of only 0.7 percent; 
nationwice, people’s consumption level increased at an 
average annua! rate of 2.2 percent in real terms. In 
1979-1991, people’s consumption level rose at an 
average annual rate of 6.5 percent in real terms; during 
the same period retali prices rose at an average annual 
rate of 6 percent, while the index of cost of living for 
employees rose at an average annual rate of 6.7 percent. 
Such correspondence shows that with the expansion of 
consumption demand, prices also tend to increase on a 
monthly basis. With regard to the development trend 
shown in 1992, the total volume of social retail sales for 
the entire year reached 1,089.4 billion yuan, representing 
an increase of 15.7 percent over the previous year; the 
total amount of employee wages for the entire year 
reached 389 billion yuan, an increase of 17 percent. The 
urban and rural residents’ per capita living-expense 
income reached 1,826 yuan, an increase of 18.2 percent: 
the rural residents’ per capita net income reached 784 
vuan, an increase of 10.6 percent. Over the entire year. 
retail rices rose by 5.4 percent over the previous year. 
The index of cost of living for the population increased 
by 6.4 percent; in this regard, the urban areas saw an 
increase uf 8.6 percent (35 large and medium-sized cities 
saw an increase of 10.9 percent), and the rural areas saw 
an increase of 4.7 percent. If such a trend should 
continue, in 1993 retail prices will increase by around 7 
percent, and the index of cost of living for the population 
will increase by approximately 8 percent, with the urban 
areas seeing an increase of 9.5 percent (35 large- and 
medium-sizec| cities will see an increase of 13 percent). 


3. The third factor originating from demand expansion is 
the transmission effect of international trade. A coun- 
try’s economy can encompass partial and regional mar- 
kets based on the existence of separate regions. The 
disequilibrium of supply and demand in one region can 
cause increases or decreases in prices in related regions. 
Interregional “transmission” goes on mainly through 
channels of domestic trade. International trade and 
domestic trade have many common features, but are also 
different in many aspects. For instance, there exist such 
things as tariffs and import and export restrictions in 
international trade. Since tariffs and import and export 
restrictions cannot turn a country’s economy into a 
closed economy, there is still “transmission” in interna- 
tional trade which goes on through trade channels. 


Such transmission affects the closed sectors through 
affecting the open sectors, and will have effects on 
changes in domestic industry and employment. There- 
fore, changes in domestic supply and demand will inev- 
itably be affected by changes in prices on the world 
market in an indirect way. Since 1978 the proportion of 
our country’s total value of imports and exports to GNP 
has been increasing gradually, and the total amount of 
outstanding foreign debts has also been growing, being 
equivalent to an ever larger share of the total value of 
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exports. In addition, the transmission that produces 
effects through “exchange rate” adjustments will also 
affect the movement of domestic prices. For instance, 
official devaluations regarding free-market and official 
exchange rates have produced impact on prices. As we 
know, the exchange rate is one of the most important 
prices in a country’s economy. It links up the interna- 
tional price system with the domestic price system, and 
determines prices for traded goods and services relative 
to prices for nontrade goods and services. In 1980-1990, 
in terms of its official exchange rates, the renminbi 
officially devalued by 223 percent; it further declined in 
1991, falling by 10.6 percent, and fell by 7 percent in 
1992. Such declines inevitably produced some disrup- 
tive impact on domestic prices. 


(2) Although the effects of demand expansion have been 
transmitted and reflected by investment activities, con- 
sumption activities, and sectors dealing with foreigners, 
demand expansion has been embodied in a focused 
manner by a large increase in money supply. 


As is known to all, in our country’s economic life, money 
supply plays an important role in determining the price 
level, the level of aggregate social demand, and the 
output level. From a historical perspective, the periods 
in which there were large increases in money supply and 
in lending were also the periods in which prices in our 
country rose. Especially, because the effects of lending 
and money supply on social demand are characterized by 
a time lag, demand expansion would inevitably result in 
the aggravation of the inflation situation. The second 
half of 1984 saw signs of economic overheating. The net 
bank money issuance amounted to 30.1 billion yuan; by 
the end of the year the amount of money in circulation 
increased by 49.5 percent over the beginning of the year; 
aggregate social demand increased by 31.8 percent. As a 
result, in 1985 the index of cost of living for employees 
rose by | 1.9 percent and the general index of retail prices 
rose by 8.8 percent, representing increases much larger 
than those of 2.7 percent and 2.8 percent respectively in 
the previous year. The government was thus forced to 
adopt the double-tightening fiscal and credit policies. In 
1986, before the soft landing could be completed, there 
came a show of “flying trapeze.”’ Especially, in 1988 
money supply, M, rose rapidly by 68 billion yuan, an 
increase of 46.7 percent, directly causing severe infla- 
tion. In that year, the general index of retail prices rose 
by 18.5 percent, and the index of cost of living for urban 
employees rose by 20.7 percent. One was forced to carry 
out the improvement and rectification. In 1992, money 
supply rose again, increasing by over 100 billion yuan. 
According to preliminary estimates, because money issu- 
ance grew faster than the economy in 1979-1992, there is 
a surplus of 75 billion yuan in the amount of currency in 
circulation on the market, despite the fact that price 
increases have absorbed and digested some currency. 
Although last year increase in the general index of social 
retail prices was kept under 6 percent, the planned level 
of increase, the index of cost of living for urban 
employees and the index of cost of living in 35 large and 
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medium-sized cities rose on a monthly basis. In June the 
index of cost of living in 35 large- and medium-sized 
cities rose by 8.2 percent over the same month of the 
previous year, and in October it rose by 13.4 percent 
over the same month of the previous year. In this regard, 
the index of service prices changed from growing at the 
rate of 16.4 percent into growing at the rate of 27.6 
percent, representing an average monthly increase of 3 
percentage points in the growth rate. The index of cost of 
living and the index of service prices rose by 10.9 percent 
and 21.3 percent respectively in the entire year, and are 
expected to rise by 13 percent and 24 percent respec- 
tively or even more in 1993. 


III. The Impact of Inflationary Pressure on the Actual 
Economy 


Since the early 1980s, our country’s economy has con- 
tinued to grow rapidly. GDP has been growing at an 
average annual rate of 8.9 percent, and the rate was as 
high as 11.5 percent in 1984-1988. Nevertheless, as the 
economy has developed in an accelerated manner, the 
rate of inflation has also been getting higher. Especially, 
the high inflation in 1988 which accompanied rapid 
economic growth was the direct cause of the fact that one 
was forced to carry out the improvement and rectifica- 
tion. High economic growth rates tend to be accompa- 
nied by high rates of inflation, and the two rates are 
characterized by the fact that they tend to move in the 
same direction. This has been proven by economic 
practice abroad. Thus, last year, after the economy 
entered a period of rapid growth because of rapid growth 
in investment, the various sectors of society increased 
their concern over the issue of inflation. Some in the 
theoretical community and some of those engaged in 
practical work spoke out one after another, calling on 
people to guard against an inflation backlash; and 
fighting inflation was also always an important part of 
the macroeconomic monitoring and control and the 
government’s macroeconomic regulation and control. 
But, in reality, the economy is growing rapidly under the 
condition of low inflation. How to view the current 
hot-spot issues of prices and inflation? How to make the 
relationship between economic growth and inflation 
better? 


In our view, the current economic situation remains 
basically normal, and the development trend is positive; 
aggregate social supply and aggregate social demand are 
in basic equilibrium, and the macroeconomic environ- 
ment remains relatively relaxed. These constitute the 
basis for our analysis of the price situation. In the current 
period, there exist both factors which increase infla- 
tionary pressure and factors which suppress and alleviate 
inflation. Currently, factors of the latter category are ina 
dominant position temporarily, and as a result the 
economy is growing rapidly under the condition of low 
inflation. Compared with inflation of the demand-based 
pulling type, inflation of the cost-based pushing type has 
greater and more practical impact on price stability, and 
thus warrants cur greater attention. Behind the current 
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siow increases in prices is a continued increase in poten- 
tial inflationary pressure; and with the acceleration of 
the transition to a market economy and the progress in 
price reform, potential inflation will partly become man- 
ifest inflation. Thus, in 1993 it wiil be more difficult to 
suppress excessively rapid price increases, and retail 
prices will grow faster than in 1992. In addition, after 14 
years of market-oriented reforms, our country’s eco- 
nomic environment and growth mechanism have under- 
gone great changes, and correspondingly inflation’s for- 
mation mechanism and manifestation forms will also be 
to some extent different than before. We should pay 
attention to this point in analyzing the current price 
situation and the future trend. In our view, currently 
there exist inflation-inducing factors, such as rapid eco- 
nomic growth, large increases in fixed-asset investment, 
lending’s and money supply’s growing faster than the 
economy, and increases in product costs; but there also 
exist factors which would suppress excessively rapid 
price increases. Actual price movements are the result of 
the contest between factors of the two categories. In 
terms of the current situation, factors suppressing exces- 
sively rapid price increases are in a dominant position 
temporarily. Such factors mainly include the following 
ones: 


1. Aggregate social supply and aggregate social demand 
remain in basic equilibrium; this 1s the most important 
factor contributing to the fact that price increases are 
small. For a long time, in our country supply was 
inadequate and demand was excessive; as a result the 
social economy was in a tense situation for a long time. 
Especially, during the 1984-1988 period of rapid eco- 
nomic growth, the supply-demand contradiction was 
even more prominent. In 1984 aggregate social demand 
was 11.4 percent larger than aggregate social supply; 
demand was over 7.3 percent larger than supply in 1986, 
1987, and 1988 respectively. Under a situation in which 
the determining effects of market factors and of supply- 
demand relationships on prices are getting stronger con- 
tinuously, while the scope of price control is being 
gradually reduced, aggregate social demand’s being 
much greater than available supply made possible by 
society's economic resources would inevitably cause 
price increases. The disequilibrium of supply and 
demand was the fundamental cause of the fact that the 
inflation rate was high in the 1980s. The three years of 
improvement and rectification on the one hand stopped 
the overly rapid expansion of demand, and on the other 
hand helped alleviate the supply-demand contradiction 
through promoting the development of production so as 
to increase supply. In 1989 the gap between supply and 
demand was characterized by a situation where supply 
was ().3 percent larger than demand, and in 1990 and 
1991 demand was respectively 3.5 percent and 4 percent 
larger than supply; thus, in all these years, the gap 
between supply and demand was within the basically 
normal range of 5 percent. 


2. The comprehensive growth of industrial and agricul- 
turai production, and especially the bumper harvests in 
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agriculture in several consecutive years, provided people 
with abundant supplies of living materials, especially 
food. In sharp contrast with 1985-1988 when agricul- 
tural production stagnated for four years in a row, the 
1989-1991 period saw bumper harvests in agriculture for 
three years in a row. With bumper harvests in agricul- 
ture, there are abundant material resources for satisfying 
consumption needs, and prices for consumer goods, 
especially food, are in a stable situation. As in our 
country over 50 percent of people’s living expenses is 
accounted for by food consumption, changes in prices 
for goods in the food category constitute the most 
important factor affecting retail prices. If food prices are 
stabilized, retail prices would be basically stabilized. In 
the 1980s, the ratio of the average annual increase in 
food prices to the average annual increase in the general 
index of social retail prices for goods was !:0.84. Food 
prices rose by only 0.3 percent in 1990, by 3.3 percent in 
1991, and by 7.7 percent last year. However, during the 
period of economic overheating in 1988, prices for goods 
in the food category rose by as much as 23 percent. 
Furthermore, “‘without grain, there would be no stabil- 
ity’’; abundant food supplies, a great variety of goods, the 
steady and slow nature of the price changes, and the large 
inventories of consumer goods accumulated during the 
past several years of slow economic growth have also 
helped reassure consumers and lower inflationary expec- 
tations. Since early last year, in some regions there have 
been several isolated incidents of panic buying; those 
incidents ended quickly and did not cause large market 
fluctuations. 


3. Changes in the characteristics of people's income and 
spending have constrained growth in demand. First, the 
growth of people’s income has slowed down, and the 
spending capability has been weakened. After the 
improvement and rectification, the irregular or 
abnormal factors contributing to excessively rapid 
growth in people’s income have begun to disappear or 
weaken. According to statistical data, since 1989 the 
growth of people’s income has slowed down markedly, 
and 1989 even saw negative growth. Especially. since 
1989 the peasants’ income has stagnated all along, and 
the income gap between urban and rural areas has 
widened again. Compared with 1984-1988, the annual 
rate of increase in the urban residents’ living-expense 
income for 1989-1991 was 2 percentage points lower, 
and the rate of increase in the per capita net rural income 
for 1989-1991 was 6.5 percentage points lower. In addi- 
tion, if extra wage income is also taken into account, the 
decline in the rate of increase in people’s income in 
recent years may be even greater. The slowing down of 
income growth has constrained the growth of people's 
consumption demand. 


At the same time, with regard to income distribution 
among people, there exist both a trend toward the 
enlargement of the income gap between social strata and 
between regions and an egalitarian trend which results in 
the intrasector income gaps being too small. But, on the 
whole, across society income gaps are getting ever larger, 
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and income distribution continues to be tilted in favor of 
the high-income strata. This has put a damper on the 
low-income strata’s consumption. 


4. Growth in consumption demand is not strong, and as 
a result the pulling effects are weak; at the same time, 
there has been a quick upturn in production, resulting in 
growth in supply. In 1992 the light industries, which 
produced mainly consumer goods, grew by 20.1 percent, 
but the total volume of retail sales grew by only 15.7 
percent. After being adjusted for inflation, the growth 
rate was 9.2 percent in real terms. In the cases of most 
goods, supply is larger than demand or supply and 
demand are in equilibrium. According to the Commerce 
Ministry’s rank-order analysis, conducted in the second 
half of last year, of supplies of major goods sold by the 
commerce sector, goods which were in short supply, 
goods of which supply and demand were in basic equi- 
librium, and goods of which supply was larger than 
demand accounted for 5 percent, 57.9 percent, and 37.1 
percent respectively of the 539 major industrial prod- 
ucts. No goods in the categories of textiles, knitwear, 
general merchandise, chemical products, household 
appliances, and electric appliances and machinery were 
in short supply; goods which were in short supply, goods 
of which supply and demand were in basic equilibrium, 
and goods of which supply was larger than demand 
accounted for 15.8 percent, 51.5 percent, and 32.7 
percent respectively of the 101 major agricultural and 
sideline products. Excessively rapid growth in people’s 
consumption was the main cause of inflation in the 
1980s. In the 1990s, the consumption debts accumulated 
before 1978 have all been basically repaid, and people’s 
lives are changing from being characterized by adequate 
food and clothing to being comfortable; there have been 
changes in characteristics of their consumption. First, 
the quantities of durable consumer goods that urban 
residents possess are large, and the situation is now 
characterized by steady growth. At the end of 1991, on 
average every 100 urban households had 68.4 color 
television sets, 43.9 black-and-white television sets, 80.6 
washing machines, 48.7 electric refrigerators, and 143.5 
electric fans. The quantities of durable consumer goods 
that rural residents possess are rather small. At the end of 
1991, on average every 100 rural households had 6.4 
color television sets, 47.5 black-and-white television 
sets, || washing machines, |.6 electric refrigerators, and 
53.5 electric fans. However, because of the consumption 
condition constraints such as the lack of electricity and 
running water and the low income levels in some regions, 
demand fer durable consumer goods is unlikely to 
increase greatly in the near future. In addition, in gen- 
eral, compared with the 1980s where there were the 
“four big items,” the current period does not have new, 
hot-spot goods which can arouse widespread purchasing 
desires in society. There are some goods which are selling 
rather well. But, in some cases, because the values of the 
goods, such as some new household appliances, are too 
low, it is very easy to satisfy the demand; or, in some 
other cases, because the values of the goods, such as cars 
and commercial housing, are too high, they are unlikely 
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to enter ordinary people’s homes in the near future. 
Second, with the raising of people's living standards, the 
composition of people’s consumption has undergone 
changes; the proportion of consumption of physical 
goods has been reduced, while the proportion of service 
consumption has increased. On the one hand, the 
increase in the proportion of services has alleviated the 
demand pressure on consumer goods, thereby helping 
promote the rationalization of the composition of peo- 
ple’s consumption spending; but, on the other hand, as 
service prices are growing markedly faster than prices for 
consumer goods in recent years, currently the general 
index of retail prices cannot fully reflect the severity of 
inflation, and there exists a problem of underestimation. 
For instance, in 1991 the cost of living for people rose by 
3.4 percent; in this regard, prices for consumer goods 
rose by 2.9 percent, while service prices rose by 8.7 
percent. Surely, as the services’ proportion of people's 
spending is still very small, the underestimation is lim- 
ited. Third, some reform measures adopted in recent 
years have required that people assume responsibility for 
part of the expenses all of which were previously the 
responsibility of the state. Such things as the “stock 
craze” and the “real estate craze’ have increased the 
proportion of people’s long-term and investment 
spending, thereby diverting some purchasing power and 
producing dampening effects on the excessively rapid 
growth of people’s real consumption demand. Further- 
more, some soon-to-be-adopted reform measures, such 
as housing system reforms, reforms of government-paid 
medical care, and reforms regarding the social security 
system, will further increase people’s spending in this 
area in a substantial way, and are also strengthening 
people’s inclination to save and making people adopt an 
cautious attitude toward consumption. 


5. There have been large increases in lending and money 
supply, and there are some rational factors involved 
here. In addition to the acceleration of economic devel- 
opment, the enlargement of the scope of economic 
activities, and natural currency devaluation caused by 
price increases, there are also the following factors: In 
terms of money supply, first, there is the reform of the 
economic system, especially price reform which rectifies 
the irrational price system mainly through appropriately 
raising product and service prices which are too low, 
while basically maintaining product and service prices 
which are too high; such measures would inevitably 
increase money supply in a corresponding way. Second, 
two many new firms are being established; in the first 
quarter of last year alone, over 150,000 industrial and 
commerce firms were established nationwide, and cor- 
respondingly the starting funds needed would also grow. 
Third, stock purchases, real estate purchases, and fund 
raising in various forms have reduced credit-related 
returns of money and increased cash spending. With 
regard to new lending, first, much of the new lending has 
been absorbed by the overstocking of products, and the 
funds which have sunk in this way have not entered the 
actual process of economic circulation. Take just the 
example of the less than 40,000 state-owned industrial 
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enterprises covered by the budget. By the end of October 
last year, finished product fund increased by 21.3 billion 
yuan over early in the year, and the total amount of 
finished product fund reached 134.37 billion yuan. In 
addition, a large part of the new lending has turned into 
enterprises’ deposits. Second, the turnover rate of circu- 
lating funds has declined, and correspondingly demand 
for loans has increased. In 1991, the average turnover 
time of fixed circulating funds of industrial enterprises 
which were independent accounting units was |20 days, 
11 days longer than the average turnover time during the 
Seventh Five-Year Plan period: thus, correspondingly, 
61.7 billion yuan more in circulating funds was being 
tied up. 


6. In the absence of subsidies and other forms of support, 
increases in enterprises’ production costs would ulti- 
mately have to be transferred away through increases in 
the marketing prices of products, and such price 
increases would lead to inflation of the cost-based 
pushing type. But, as currently consumption demand is 
not strong and as most consumer goods are characterized 
by a Situation where supply 1s larger than demand or a 
situation where supply and demand are in equilibrium, 
the channels through which cost increases are transferred 
through prices are stopped: thus, there is an absence of 
external conditions for the emergence of inflation of the 
cost-based pushing type for the time being. Not only are 
enterprises unable to reap excess profits as they were 
before the improvement and rectification, but some 
enterprises have found it difficult even to make up costs. 
Part of the increases in costs is absorbed by enterprises 
internally, and part of the increases has resulted in 
reductions in profits or even in increases in losses. 


IV. Deeper-Level Thinking on Monitoring and 
Controlling Inflation in the Future 


Since the beginning of the 1990s, there have been some 
new changes in the characteristics of the functioning of 
our country’s economy. With the establishment and 
perfecting of socialist market mechanisms, we should 
fully consider those changes and their impact on eco- 
nomic development, when formulating the policy of 
accelerating economic development while keeping rela- 
tive price stability. We should enhance demand manage- 
ment, but should not suppress demand excessively; espe- 
cially, we should not suppress consumption demand 
excessively, so that there can be necessary force propel- 
ling economic growth 


(1) It 1s necessary to enhance inflation monitoring and 
control. In our view, inflation is caused by a situation 
where the rate of increase in demand for goods and 
services 1S higher than the rate of growth in total output. 
This 1s so because the purchasing power of money will 
decline when that situation occurs. One way to measure 
excessive demand is to estimate the difference between 
aggregate social demand and aggregate social supply. 
Cost-based pushing weakens growth 1n aggregate social 

ipply, and the expansion of aggregate social demand 

ill inevitably be accompanied by severe inflation. 
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Under the situation of long-term equilibrium (or stabil- 
ity), supply is fixed at a potential level. If economic 
policy is not changed, inflation and aggregate social 
demand will grow at the same fixed rate, and inflation 
can be totally predicted. Under such circumstances, the 
inflation rate is certain to equal the sum of the cost-push 
growth rate and the growth rate of nominal demand. The 
increase in prices for goods and services should equal the 
sum of the increases in costs and in demand (this can be 
described in terms of certain monetary demand) 
Although long-term equilibrium can never be achieved. 
in am average sense, over a long period economic 
behavior is close to that in a situation of long-term 
equilibrium, only the situation regarding one factor is 
very different from that under the hypothetical cond:- 
tions, that is, that in reality supply increases continu- 
ously, instead of being fixed at a potential level. There- 
fore, actual demand will increase with increases in 
income, and actual supply has also to grow at a similar 
rate. 


Inflation will bring society panic and shock in a substan- 
tial way, but can on the other hand also reduce price 
distortions and alleviate the problem of unbalanced 
resource allocation, thereby improving the effectiveness 
of competition. This should be fully understood. Espe- 
cially, the transition from a centrally planned economy 
to a market economy has changed the functions and 
goals of major policy means, especially the functions and 
goals of demand policy. Since the start of the reform, it 
is required that in carrying out demand management, 
one use “indirect” levers to regulate the behavior of 
economic units equipped with ever growing autonomy; 
thus demand policy has become the most important 
means whose role in macroeconomic management has 
become extraordinarily important. 


(2) It is necessary to endeavor to lower production costs. 
In our view, currently our country faces inflationary 
pressure. Increases in costs are a basic feature of social 
reproduction in the present stage. The progress of 
modern science and technology, the resultant emergence 
of factories which replaced manual operation with 
machines and increase in the organic nature of the 
composition, increases in wage and income levels, and 
increases in prices for enterprises’s raw and supplemen- 
tary materials would ultimately cause increases in pro- 
ducer prices for products through causing increases in 
costs, and also lead to increases in retail prices. Further- 
more, as the tertiary industries grow, there 1s an objec- 
tive need for a relaxed price environment; this 1s so 
mainly because of the mechanism-related changes in the 
original basic policy on developing the tertiary industries 
and in prices as well as the effects of the competitive 
raising of prices. In addition, people's psychological 
characteristics and behavioral differences, the prolonged 
serious disequilibrium of supply and demand, the price 
speculation mentality, and wages’ encroachment upon 
profits have resulted in increases in prices for daily-life 
services. For instance, in 1992 the index of cost of living 
for employees in 35 large- and medium-sized cities rose 
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by 13.3 percent; in this regard prices of service items rose 
by as much as 32.9 percent. 


(3) It ts necessary to accelerate price reform. Because of 
the highly centralized and unified prereform price- 
management system, the national economy was in an 
inert state for a long time. The inflation rate was low; the 
economic growth rate was not too low; and people's 
income did increase to some extent. But such a state of 
affairs was founded on the basis of the natural horizontal 
expansion based on the low level in the years immedi- 
ately after the liberation. The state of affairs could be 
maintained with some difficulty under the situation of a 
peasant economy and self-sufficiency at that time. How- 
ever, in the larger climate characterized by the rapid 
growth of neighboring countries in recent years, such a 
contented state of mind and behavioral characteristic 
appear very petty. To a great extent the national image is 
not in accord with economic strength. Therefore, it is 
necessary to make economic development acquire new 
vigor. Under the low price system, resource allocation 
and product circulation were like a puddle of still water. 
The root causes were the prolonged price distortions and 
the prolonged distortions of price signals. In our view, it 
iS true that price control can maintain temporary eco- 
nomic equilibrium and make it possible for social repro- 
duction to make copies of ancient relics repeatedly at a 
low level, and that the government can also continually 
inject some lubricant into the social economy; but such 
actions can only put off dealing with the problems, and 
would forcibly turn manifest inflation into hidden infla- 
tion, and maintain social stability temporarily, while 
keeping social reproduction going at a low level, through 
exercising mandatory price control and using large 
amounts of price subsidies, thereby sacrificing the vigor 
of economic development and true prosperity of the 
national economy. Meanwhile, when being carried out 
under a difficult condition, price reform of a trial nature 
would tend to be faced with the threat of manifest 
inflation from the very beginning. For instance, in 1988 
price reform was faced with the threat of failure from the 
very beginning under a situation where various condi- 
tions in society were not made ready in a full manner. 


(4) It is necessary to appropriately control social 
demand. Low inflation can increase the economy's vigor. 
This is because inflation is the inevitable result of 
economic distortions, especially price distortions. Malig- 
nant inflation will produce all the harmful effects, but no 
beneficial effects, on the economy; low inflation, how- 
ever, produces greater beneficial effects than harmful 
effects. In the final analysis, prices reflect actual demand 
and also demonstrate the results of efforts to balance 
demand with supply. In the long social economic history, 
there does have been totally balanced economic 
behavior. But more often people are faced with pro- 
longed economic disequilibrium. It is reflected by the 
overall structure of the economy, the proper industrial 
structure, and a balanced situation regarding the pur- 
chasing and marketing of products. Under the actual 
Situation in our country, inflation at a rate of 3-5 percent 


ECONOMIC 31 


should provide the economic vigor ensuring the long- 
term, continued, steady, and coordinated development 
of the economy. In special periods and under special 
economic circumstances, an inflation rate of under 10 
percent can also be bearable. Thus, in our view, in the 
accelerating stage of economic development, it is neces- 
Sary not to start with controlling prices in carrying out 
economic activities, for such controlling will tie the 
hands of economic actors. This point is often not under- 
stood by people. But, in regard to the direction of 
macroeconomic policy, we should certainly not pursue 
excessively stimulating and expansive fiscal and mone- 
tary policies. In view of the constraints imposed by our 
country’s reality, expansive fiscal and financial policies 
can trigger malignant inflation. Consequently. in the 
1990s, it is necessary to try our best to avoid policy and 
structural errors which will increase inflationary pres- 
sure. Therefore, it is necessary to give greater emphasis 
to stable fiscal and monetary policies, and to use finan- 
cial regulatory tools more effectively and flexibly. 


(5) It is necessary to give play to government's role in 
preventing and controlling inflation. Malignant inflation 
will create shocks in society, and also damage the gov- 
ernment’s image at the same time. The role of govern- 
ment lies not only in using administrative power to resist 
the evil tide of inflation, but also. more importantly, in 
using a whole set of systematic operational means to help 
understand beforehand inflation’s formation and emer- 
gence mechanisms and using economic means to con- 
Strain malignant inflation. The government should not 
further stimulate demand at a time when there are price 
frictions, with costs growing and with inflation rising on 
a cumulative basis, nor should it suppress demand 
excessively at a time when inflation is getting alleviated, 
with cost-based pushing and price increases being slowed 
down, for such suppression will generate new destabi- 
lizing factors such as the overstocking of products and 
inventory expansion; instead. the government should 
mainly exploit the self-stabilizing mechanisms in the 
fiscal and credit systems, and should, in addition to 
carrying out human intervention to produce policy 
effects, depend more on fiscal, credit, and monetary 
mechanisms for guiding the economy, so as to create a 
situation where macroeconomic behavior automatically 
regulates inflation. 


(6) It is necessary to increase the capacity to bear 
inflation. Because of a lack of psychological and behav- 
ioral capacities to control the phenomenon of inflation 
in economic activities, people tend to demonstrate var- 
ious psychological expectations and behavioral differ- 
ences. It 1s entirely unnecessary to be thrown into con- 
fus?~.. in the face of neutral or even malignant inflation. 
Especially, in a large country like China, low or medium- 
rate inflation can cause some damages, but may also 
constitute a good move which gives up a pawn to save a 
castle in terms of its role in reducing economic distor- 
tions and rectifying economic and price relationships so 
as to avoid the total collapse of the economy. The 
government, enterprises, and all individuals have under- 
gone the historical test presented by radical economic 
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changes during the 14 years of reform, and can be said to 
have a strong capacity to bear inflation. In addition, the 
general income level is rising continuously; there have 
been bumper harvests in agriculture in several consecu- 
tive years; the light industries are developing in an 
accelerated manner, and the social economy is basically 
stable. Thus, the government, enterprises, and individ- 
uals are all able to bear an inflation rate of less then 10 
percent. This point can be the point from which the 
government's macroeconomic policy proceeds, and can 
be valid throughout the process of economic develop- 
ment in the 1990s. 


FINANCE, BANKING 


U.S. Expert Views Joint-Venture Tax Evasion 
94CE0071A Beijing ZHONGGUO SHUIWU BAO 
in Chinese 27 Sep 93 p 3 


{Article by Nai Shan (0035 1194): “U.S. Expert Dis- 
cusses the Problem of and Countermeasures Against Tax 
Evasion by China’s Three Kinds of Foreign-Trade’ 
Enterprises} 


[Text] A high-ranking U.S. accountant gave the fol- 
lowing views the other day on the problem of tax evasion 
by China’s “three kinds of foreign-trade’’ enterprises 
[joint ventures]. 


The Increasingly Severe Phenomena of Tax-Evasion and 
-Avoidance by “Joint-Venture” Enterprises in China 


“Joint-venture™ enterprises [joint ventures] in China are 
experiencing a very conflicting phenomenon. On one 
hand, joint ventures are sustaining evergrowing losses, 
with one-quarter to one-third of them losing money each 
year, and some being newly built enterprises, others 
sustaining intermittent losses, and even more having 
sustained losses for many consecutive years. Some have 
accumulated losses exceeding their registered capital. On 
the other hand, the investment in joint ventures is still 
increasing steadily, being up 30 percent from 1988 to 
1990, and another 40 percent from 1990 to 1991, which 
obviously does not conform to market-economy laws. In 
fact, most of China’s joint ventures are sustaining losses 
in name only while actually making profits, which is 
aimed at evading and avoiding taxes. It is estimated that 
illegal tax-evasion and rational tax-avoidance by joint 
ventures in China account for roughly a little more than 
15 percent of taxes involving foreigners. 


The Major Causes of Tax-Evasion and -Avoidance by 
“Joint-Venture” Enterprises in China 


International tax planning. Increasing numbers of joint 
ventures are carefully studying the differences between 
China’s tax system and that in other countries, as well as 
legal loopholes, evading and avoiding income taxes in 
legitimate forms. Moreover, many foreign accounting 
and law offices have specially drawn up international tax 
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plans for joint ventures in China as advisory services, 
having become a conspicuous “tertiary industry.” 


Tax laws involving foreigners have many loopholes, and 
tax shelters are obvious. For instance, as to fixed-assets 
depreciation, while China's tax laws involving foreigners 
provide that joint ventures should generally use the 
straight-line method, joint ventures can also use the 
accelerated-depreciation method if they submit acceler- 
ated-depreciation applications and get them approved, 
making it easy for them to legally avoid taxes by 
exploiting the differences between the two depreciation 
systems. 


Matters That China Needs To Pay Attention to To 
Prevent Tax-Evasion and -Avoidance by 
Foreign-Invested Enterprises 


As to ways of dealing with price-transfer by joint ven- 
tures, the following provisions could be made: |) As to 
prices of commodities imported by related enterprises, 
the benchmark should be not higher than the supply 
prices of similar commodities in the duty-free [bonded] 
areas in which the enterprises are located, with a min- 
imum foreign-sale profit provided for export-product 
prices. 2) As to pricing of imported equipment, it should 
be provided that joint-venture material investments 
must be assets-appraised by the concerned departments. 
If such departments are unable to appraise external 
material investments themselves, they should obtain 
notarized assets-value documents signed by special for- 
eign assets-evaluation agencies or accounting firms. 3) 
As to distribution of related-enterprise sales income, 
distribution could be determined through the “compa- 
rable noncontrolled pricing method,” the “resale pricing 
method,” or the “‘cost-markup method.” 4) Loan- 
interest handling: (A) The general market interest rate in 
the creditor's country should be the interest-standard for 
loans among interrelated enterprises. (B) As to interest 
rates for loans among interrelated enterprises, if they are 
not 20 percent higher or lower than the general market 
interest rate in the creditor’s country, they conform to 
the normal-transaction principle. 5) When labor costs 
appear in industrial-property form, an upper limit 
should be set for their ratio to overall investment, with a 
maximum rate being set for the ratio of technology- 
transfer cost or trademark cost to gross product value. If 
there is no normal-transaction price for reference, Chi- 
nese tax departments should fully consider all other 
factors related to specific transactions, finally deter- 
mining whether the price or cost is within the scope of 
ast comparable normal-transaction experience. 


—On building a better tax-examination system. The 
current U.S. “net-value law” and “bank-savings law” 
merit Chinese consideration. The former refers to 
comparing income net value on transnational tax-year 
preliminary balance sheets with estimated increased 
or decreased income net value on tax-year final bal- 
ance sheets, and deducting a set living cost and other 
expenses, by which to deduce the period's original 
taxable income; and the latter refers to comparing real 
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income and expenses and estimated income and 
expenses to bank-account deposits, to keep transna- 
tional taxpayers from underreporting or not reporting 
taxable income. 


—On practicing a tax-integration plan. The existing 
tax-burden differences in China’s current various 
forms of enterprises involving foreigners lack theoret- 
ical grounds and practical basis, which can be seen 
particularly in the many negative effects produced by 
the preferential investment and tax policies for Over- 
seas Chinese. This method of taxes differing because 
countries differ violates not only the principle of tax 
equality, causing tax discrimination, but also the 
“nondifferential-treatment principle” provided in the 
tax agreements signed by China with foreign coun- 
tries. 


—On establishing a tax court. In order to more effec- 
tively deal with tax disputes between Chinese tax 
departments and joint ventures, China could consider 
setting up a “tax court” specially responsible for 
dealing with tax disputes involving foreigners, in order 
to make its executive, legislative, and judicial tax 
establishment more complete. 


—China should draw on overseas experience to 
strengthen its tax oversight of joint ventures. The key 
current international antitax-avoidance and -evasion 
measures are as follows: Drawing up of unilateral 
antitax-avoidance laws; enhanced tax administration, 
by employing cooperation among sectors, such as 
tax-examination, tax-auditing, accounting firms, and 
banks, to curb the occurrence of tax-evasion and 
-avoidance; and concluding bilateral agreements with 
other countries to jointly control illegal actions. 


—On preventing cheating. China needs to prevent coor- 
dinated fraud and cheating between domestic regis- 
tered accountants and joint ventures and their parent 
companies and overseas registered acountants. The 
common occurrence of such activities in developing 
countries merits notice. 


—China should keep joint ventures from converting 
their own funds to debtor funds, by expanding interest 
payment scale, aimed at offesting taxable income and 
evading or avoiding company income taxes. 


—As to small enterprises and ones with lower profit 
rates, China could draw on the experience of other 
developing countries, by adopting a fixed-collection 
method, i.e., regardless of profits, after being in oper- 
ation for a certain number of years, being set a fixed 
taxable amount based on investment. 
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Insurance Business Development Conforms to 
Market Economy 


94CE0071B Beijing JINRONG SHIBAO in Chinese 
13 Sep 93 p 3 


[Article by Ye Yide (0673 1450 1795): “On Developing 
the Insurance Business in Line With Socialist Market 
Economy Demands” } 


[Text] The 14th CPC Congress clearly indicated that 
establishing a socialist market economy is the goal model 
for China’s economic reform. The matters of the rela- 
tions with a market economy of China’s insurance busi- 
ness as a key link in our national economy, as well how 
well our current insurance operating forces and a market 
economy are suited to each other, are now under discus- 
sion in insurance circles. This article is presenting cer- 
tain views on these matters. 


The Broad Prospects Provided to the Insurance 
Business by a Market Economy 


Along with the steady intensification of reform and 
opening, the external climate for China’s insurance busi- 
ness is gradually improving. The establishment of a 
socialist market economy will undoubtedidy provide 
China’s insurance business with broader development 
prospects. 


1. Under market-economy conditions, the optimum dis- 
position of social resources brought about by price 
leverage and the competition mechanism will unavoid- 
ably bring risks to enterprises and even individuals. A 
market economy in which individuals are liable for risks 
and their own profits or losses enhances public aware- 
ness of danger-control and self-security. So relying on 
insurance to boost courage, and making use of insurance 
to shift various dangers and raise enterprise prestige. will 
become an inherent demand of China's socialist market 
economy operations. 


2. As the commodity concept and implications expand, 
all key commodities in the commodity-production pro- 
cess, such as funds and labor, plus real estate, tech- 
nology, and information, will be put on markets, sharply 
broadening the insurance-service field. As a market 
economy can be called a legal economy, the improve- 
ment of China's legal system will give full play to all sorts 
of liability insurance, with warranty insurance also being 
bound to appear on markets. 


3. Another matter that needs mentioned is that in a 
socialist market economy, in addition to conducting 
price and wage reforms in line with market-economy 
laws, the state will also have to make overall plans that 
take into consideration the interests of the state, collec- 
tives, and individuals, by taking active steps to improve 
and develop social security systems, such as unemploy- 
ment, pensions, and health care, as well as adopting the 
proper related measures to encourage members of 
society to take part in supplementary family, individual, 
and various other sorts of insurance. So it can be 
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predicted that a market economy will drive development 
of the productive forces, which will in turn speed up the 
steady improvement of living standards, necessarily 
increasing public demand for insurance. 


In short, a socialist market economy will need insurance 
to provide security, with insurance providing related 
services to a socialist market economy. 


The Need for Insurance Management Mechanisms and 
Market-Economy Operating Forces To Conform to 
Each Other 


Saying that a socialist market economy will provide 
broad prospects for China’s insurance-business develop- 
ment is only referring to one aspect of the matter. 
Turning this glorious future into reality will depend on 
whether we can seize the opportunity to act in line with 
market-economy demands, by speeding up the reform of 
China’s insurance business management mechanisms. 


China’s insurance-business management mechanisms 
contain many defects, the most essential one being that 
China’s current stereotyped model has still not com- 
pletely escaped the traditional planned-economy influ- 
ence. The former Soviet model of “state insurance” that 
we put into effect after liberation has not yet been 
substantively reformed, with policy insurance and com- 
mercial insurance being combined into one. While our 
current model is clearly “state insurance,” it has been 
operated for many years as commercial insurance, nec- 
essarily producing a series of problems that are hard to 
solve. 


Problem |: The specific mission of “state insurance” was 
to set up a state insurance fund to deal with all sorts of 
natural disasters and unexpected accidents, including 
the danger of monumental disasters, which specific mis- 
sion meant that state insurance had to be under central- 
ized state management. The current regarding of state 
insurance as commercial insurance, which is considered 
“highly profitable,” has brought about a competitive 
situation of striving to offer insurance at many levels. 
Quite obviously, offering insurance without perfected 
reinsurance mechanisms and conscientious and effective 
oversight control, in which all insurance agencies, 
without distinguishing policy insurance from commer- 
cial insurance, list in insurance policies liability for 
monumental disasters, such as “earthquakes” and 
“floods,” violates danger-control principles, being par- 


ticularly dangerous. . 


Problem 2: As “state insurance” takes on all-possible 
huge noncommercial-insurance risks, the state ought to 
adopt a special policy for it. In developed Western 
nations, while policy insurance is generally granted tax 
deductions and subsidies, as well as being provided with 
a number of government-backed preferential measures, 
such as reinsurance, “state insurance’ in China, 
including policy insurance, is heavily taxed at rates 
higher even than those for purely commercial insurance. 
In China, property insurance for monumental disasters, 
including earthquakes and floods, has various tax rates 
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adding up to more than 75 percent. the inevitable result 
being that it is hard for insurance funds to accumulate in 
line with the actual needs of objective loss rates. 


Problem 3: Insurance funds accumulate slowly. In other 
words, the ratio of accumulated insurance funds to their 
accepted insurance liability 1s always low. Starting in 
1994, state revenue has decided to change its past policy, 
by no longer “disclosing all details.” In which case, how 
to ensure the financial stability of insurance-business 
operations is a key problem facing current insurance 
businesses that is in urgent need of a solution. 


Problem 4: There are now calls from within and without 
to lower rates. In fact, China’s current domestic insur- 
ance premiums are lower than international ones. For 
instance, the general international fire-insurance rate 1s 
about 0.1 percent, with that for the maximum danger 
even topping | percent. As to earthquake insurance, in 
Japan, in addition to providing that insurers are liable 
for only 30-50 percent of fire-insurance insurance funds, 
rates vary as to degree of danger by region and building- 
construction grades, varying generally between 0.07 per- 
cent and 0.48 percent. But in China, the rates for various 
disasters and accidents, including fires. earthquakes, and 
floods, are generally only 0.1-0.5 percent. Moreover, 
liability for monumental disasters, such as earthquakes 
and floods, covers 100 percent of property value. with no 
provision for self-liability by policy holders. 


Problem 5: In our many years of system reform, we have 
tried many liability systems, as well as drawing up many 
assessment methods, considering ourselves “lucky” if no 
accidents occurred. But when we encountered monu- 
mental-disaster compensation payments, a number of 
cases were shelved, with four-grade accounting, even 
two-grade accounting being difficult to settle. So the 
Ministry of Finance provided for insurance-company 
retained profits to be calculated at 30 percent of fixed 
compensation-payment rate, which was a “big-pottism”™ 
accounting system that weakened the efficiency thinking 
of the major market players. But based on the new 
“Financial Regulations for Financial Insurance Enter- 
prises” and “Accounting Regulations for Insurance Busi- 
nesses” that will go into effect. the 30-percent fixed 
compensation-payment rate will be abolished. The 
recently ended National General Managers Conference 
proposed a series of steps, such as establishing a reinsur- 
ance system, enhancing internal management. and using 
funds rationally. But while these can ease conflicts to a 
certain extent, a catastrophic disaster that caused 
national losses would show that ihe problem has not yet 
been substantively solved. 


The only way to solve these problems will be to convert 
the management mechanisms (operating forces) of insur- 
ance businesses, by turning insurance companies into 
real commercial ones that are self-run and liable for their 
profits and losses, in order to adapt to the operating laws 
of a socialist market economy. As to how to go about 
achgeving this conversion, we are offering the following 
a Suggestions: 


* 


2 
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1. Insurance products need to be commercialized. A 
market economy is profit-oriented. As a major market 
player. an enterprise without economic efficiency could 
not operate no matter how much social benefit it pro- 
vided. In order to bring order to the relations between 
economic efficiency and social benefit, commercial 
insurance needs to be separated out from the current 
“state-insurance” model, which will involve distin- 
guishing commercial insurance from policy insurance. 
This so-called commercial insurance can be referred to 
only in comparison to policy insurance. As to all cases 
where the danger-involvement scale and loss conse- 
quences are relatively small, where loss laws can be 
determined and mastered, and where operations do not 
produce the conflict of “insurance rates being too high 
for buyers to stand and too low for sellers to pay 
compensation,” all insurance varieties in this category 
can become commodities to be pushed toward markets, 
with equal competition within the business. For 
instance, fire insurance, freight insurance, and that in 
line with market demand can be insurance varicties 
voluntarily chosen by buyers. On the other hand, all 
eases where the danger-involvement scale is broad, 
where loss laws are not easy to determine and master, 
and where loss consequences are more than ordinary 
commercial insurance companies can handle, but where 
insurance is needed to meet certain government policy 
needs, are in the policy-insurance category. This type of 
insurance is usually government-run or -backed interna- 
tionally, such as Japan’s earthquake insurance and rein- 
surance, the U.S.’s flood insurance, France’s special 
natural-disaster insurance fund, and the agricultural 
disaster and export-credit insurance practiced by many 
countries. In light of China’s realities, this type of 
insurance is of a state-insurance nature, so could be 
assigned to joint operation by state insurance compa- 
nies, with earthquake and flood insurance being consid- 
ered fire-insurance policy additions, and entrusted to all 
commercial insurance companies as agents. The policy 
and commercial insurance jointly operated by state 
insurance companies should be separately accounted, 
with the former being granted various preferential poli- 
cies by the state, being made legal insurance through 
legislation when necessary, and its insurance-premium 
income being pooled as a national-reserve insurance 
fund independent from state fiscal budgets. In order to 
turn all commercial insurance companies into genuine 
ones that are self-run, responsible for their profits and 
losses, and have clear risk liability and restraint forces, 
we can also consider drawing on international experi- 
ence, by setting up a central reinsurance company linked 
to State revenue, to be specially responsible for all types 
of domestic and foreign sub-insurance business. We 
could use the reinsurance form to replace our current 
big-pottist method with so-called “disclosure of all 
details” by state revenue, which would be logical and in 
line with insurance principles. 


2. Insurance markets need to be standardized. The 
market standard 1s primarily legislation. Our “Insurance 
needs clear and specific provisions on what is 


Law” 
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insurance and how insurance should be managed. In 
dealing with insurance, we cannot focus only on its 
profitability and tax-payment capability, but rather 
should look at whether it has adequate accumulation and 
compensation capabilities, which should be our insur- 
ance-legislation theme, and fully reflected in all parts of 
our “Insurance Law.” In addition to insurance legisla- 
tion, market standards cannot do without government 
oversight and self-discipline by the business. As the 
insurance market develops, the terms will gradually 
mature for estabiishment of self-discipline forces by the 
business. With a horizontal council, common obser- 
vance of insurance laws can be the grounds for designing 
general insurance-policy basic terms and insurance-rate 
regulations to standardize business activities; competi- 
tion can work to jointly speed up the development of 
China’s insurance business; and enhanced cooperation 
can meet challenges by outsiders. In this regard, the 
Chinese Insurance Institute can play more of a linking 
role until a horizontal council 1s established. 


3. Insurance operations need to be internationalized. 
The current issue is that in addition to expending a great 
amount of energy on establishing and perfecting our 
domestic insurance market, we also need along with 
developing circumstances to pay attention to interna- 
tional insurance-market trends. Our tasks of top priority 
are to cultivate specialized talent; use all channels to 
promptly understand international insurance-market 
information dynamics; and to learn how to resolve key 
matters, such as how to convert to state-owned commer- 
cial insurance companies, and how to get all insurance- 
operation links onto an international track. 


Enhancing Macroeconomic Control, Restructuring 
Investment 


94CE0098A Beijing JINRONG SHIBAO in Chinese 
30 Sep 93 pl 


[Commentator article: “On Strengthening Macroeco- 
nomic Regulation and Control To Optimize Capital 
Investment-Orientation 


[Text] PRC Vice Premier and PBC President Zhu Rongji 
pointed out at a national financial conference that 
“strengthening macroeconomic regulation and control 
means not an overall tightening, but rather a structural 
adjustment.” This is a key guiding principle for the 
current rectification of the financial order and improve- 
ment of financiai work. 


A public demand for prosperity, along with resources 
being in relatively short supply and capital investment- 
orientation striving for the optimum option, is an 
enduring theme confronting economic activity. Capital as 
a resource is limited, while demand is unlimited. Our 
mission is to ensure that funds are used in the most 
needed and rational places, in order to achieve a rational 
disposition of resources and the optimum option. Partic- 
ularly for a country like ours with a poor foundation to 
start with and an economy that is not very developed, the 
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more glaring the conflict between capital supply and 
demand, the more crucial and pressing such an option 
seems. 


From 1992 to the first half of 1993, some localities and 
enterprises exceeded their own financial and material 
possibilities, by adopting a number of fundraising forms 
to blindly start projects, set up shops, and expand devel- 
opment zones in a big way. Other localities or enterprises 
used illegal call capital to speculate in real estate and 
stocks. This made public capital demand far exceed public 
capital supply, putting already tight funds in even shorter 
supply, creating severe shortages of working capital 
needed for normal production operations, national prior- 
ity-construction funds, and funds for purchasing farm and 
sideline products, lowering the increase in bank deposits, 
increasing the money supply, and even causing payment 
difficulties for some grass-roots banks. Such a capital 
flow-orientation was obviously irrational, as it was 
severely obstructing the healthy development of our 
national economy. 


In June 1993, when the Party Central Committee and 
State Council issued Document 6, a decision to begin to 
rectify the financial order by strengthening macroeco- 
nomic regulation and control, this was meant to halt the 
irrational capital flow, open up funding channels for 
national priority construction, and adjust the economic 
structure. After approximately two months, we have now 
won initial macroeconomic regulation and control suc- 
cess. Illegal call funds have been stopped, with clear 
progress having been made in the job of clering up and 
recovering already loaned funds; savings deposits are 
growing steadily, with the decline in enterprise deposits 
having been slowed; payment-reserve deposits of special- 
ized banks have picked up; and August was a month of net 
withdrawal of currency from circulation, for only the 
second time in the history of the PRC. Meanwhile, our 
economic growth on one hand has avoided “having the 
brakes slammed on it,”” while on the other seeing a 
fallback trend in its once runaway industrial and invest- 
ment growth rates, with its development zone and real 
estate fevers having cooled down, its sharp rise in capital 
goods prices having eased, and its super-rapid operation of 
our national economy showing a smooth and steady 
transition trend. 


What needs to be particularly emphasized is that our 1993 
strengthening of macroeconomic regulation and control 
did not take our past historic step of tightening credit, with 
the banking sector certainly not having reduced its overall 
amount or overall scale of loans to enterprises, but rather 
only having slanted loans to priority-construction indus- 
tries in line with the spirit of structural adjustment. 
Moreover, since July, the PBC has increased the basic 
money supply and made more loans to specialized banks; 
while specialized banks have actively organized their 
deposits, by recovering illegal call funds, tightening ordi- 
nary loans, strengthening fund control, and taking muli- 
lateral steps to pool funds to ensure priorities, in order to 
make more loans to the public. These additional loans 
have been focused on ensuring priority projects in basic 
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sectors, such as railways, power, post and telecommuni- 
cations, and key raw materials; giving priority support to 
the purchase of farm and sideline products, such as 
tobacco, cotton, and summer grain; giving priority sup- 
port to the production and technological-upgrading fund 
needs of efficient large- and medium-sized enterprises: 
and giving priority support to foreign-trade exports and 
State commodity-imports. As bank-loan progress has 
speeded up, priority-enterprise fund shortages have clearly 
eased, and the decrease in enterprise deposits has been 
reduced. So the facts show that the decision to strengthen 
our macroeconomic regulation and control to rectify owr 


financial order was correct, forceful, and valid. 


So why are certain enterprises still reporting fund short- 
ages” For a developing country like China, fund shortages 
are essentially an inherent phenomenon. Particularly 
after a period of rapid economic growth and investment 
expansion, fund shortages are likely to be an even more 
glaring problem. When we said that our economic growth 
rate was too high and too fast, this was in reference to the 
possible relative supply of commodities, or capital goods. 
When economic growth exceeds economic sustainability 
and public demand exceeds public supply, this is hound to 
cause material-resource and fund shortages. Such 
resource or fund shortages cannot be completely reversed 
in a short time, as their stagnation effect will he sustained 


for a time. The immediate enterprise fund shortages are 


precisely the result of this stagnation effect 


When a count*y is adjusting its economic structure, 
enterprise funa “ortages will be due to varving factors, 
which need to be avialyzed in detail. Certain localities and 
enterprises that used illegal call funds to invest in real 
estate, development zones, stocks, and fixed assets are 
seeing such funds recouped. so naturally feel a fund 
shortage, which is precisely the aim that we want to 
achieve through strengthening macroeconomic regulation 
and control and adjusting our economic structure. As 
investment demand has been curbed. the sales of some 
“longstanding”’ products are down and inventories are up, 
creating fund shortages, which precisely shows that enter- 
prise product mix ts irrational and needs adjustment and 
upgrading. Certain other enterprises have aging product 
models, with poor quality and high prices, so that they do 
not sell and create fund shortages, which problem can be 
solved only through upgrading and improvement of 
product quality. In addition, the slowing of the economic 
growth rate has reduced output for some regular enter- 
prises, correspondingly lowering product sales and cre- 
ating fund shortages. This is also unavoidable, as it is te 
only way to ensure the production-operation funds needed 
by basic industries, particularly large- and medium-sized 
state-owned ones, to enable our national economic growth 
to maintain a stable high rate. 


The essential way to keep our economic structure and 
capital investment-orientation rational ts to intensify eco- 
nomic-system reform, by establishing investment restraint 
and risk forces, as well as an effective investment macro- 
economic regulation and control system. Enterprises need 
to convert their operating forces faster, in order to become 
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genuine corporate entities that run their own operations, 
are liable for their own profits and losses, and exercise 
their own restraints. The financial sector needs to estab- 
lish flexible and effective financial macroeconomic regu- 
lation and control mechanisms, so that it can regulate and 
control at all times in line with changing economic 
conditions, to ensure that the national economy main- 
tains sound and steady growth. 


Article Reports Serious Tax Revenue Losses 


94CE0076A Beijing GONGREN RIBAO in Chinese 
28 Sep 93 p 3 


[Article by Yang Yu: “A Memorandum on the State's 
Tax Revenue Losses™] 


[Text] Marx and Engels once figuratively described tax- 
ation as “government's wet nu*se.” In the period from 
the early 1980s to the early 1990s, China's taxation has 
been subjected to unprecedented fierce attacks, and the 
collection and management of the state’s taxes have 
encountered great difficulties... 


Shocking Data 


As people have noted, this year the annual nationwide 
grand inspections with “Chinese characteristics” on 
taxes, finance, and prices came earlier than previously. 
The State Taxation Administration has also specifically 
ordered personnel to join personnel from other agencies 
in supervising inspections in 14 provinces and autono- 
mous regions 


Citizens’ paying taxes in accordance with the law and the 
state’s collecting taxes in accordance with the law should 
have been the most proper things 1n the world. But, some 
individual business operators, “stars,” and enterprises of 
various ownership statuses are carrying out activities of 
tax evasion, by exploiting the imperfections in the 
existing “rules” governing market economy. 


According to the relevant data, in 1985-1992 the discov- 
ered violations of tax-related laws and disciplines 
involved a total of 98.274 billion yuan, and the viola- 
tions consisted mainly industry and commerce tax eva- 
sions. In this regard, in 1992 violations involving a total 
of 8.174 billion yuan were discovered, and over 53,000 
units received economic punishments. The near 100 
billion yuan in tax revenue which had been lost over 
eight years was recovered through “surgeries.” If so, how 
much would the undiscovered tax evasions involve each 
year? According to authoritative estimates, each year an 
total of at least 100 billion yuan in taxes which should 
have been collected has failed to get into the state coffer' 


In January-April this year, nationwide 15 regions saw 
declines in the coffer-entering rate for revenues from the 
individual income regulatory tax, and an increasing 
number of regions were seeing negative growth... 


In the first five moths this year, a district tax agency in 
Dalian City inspected 834 enterprises of various kinds, 
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and, after discovering violations, secured makeup tax 
paymeits totalling 2.95 million yuan. In January-May, 
inspection teams of the tax bureau of a city in Shandong 
inspected 102 enterprises of different types in the city in 
relation to specific taxes, and. after discovering viola- 
tions, secured makeup tax payments totalling 590,000 
yuan. In a place in the south. individual busiaess oper- 
ators selling masaike evaded taxes totalling over 2.7 
million yuan. 


These shocking data are enough to demonstrate the 
severity of the problem of the state's tax revenue losses. 


— Ways” in Which the State's Tax Revenues Are 


When studying the “black hole” through which the 
State’s tax revenues are lost, one is forced to marvel at 
the various tax evasion techniques: 


“Local grain coupons”—*contracting out” intermediate 
taxes. Intermediate taxes are a main category of industry 
and commerce taxes in China. They include the product 
tax, value added tax. and business iax. The taxes are 
included in prices of goods and services, and are ulti- 
mately transferred onto the consumers through actual- 
ized values. Since the first half of last year. proceeding 
from “partial interests.” some localities have, without 
authorization, decided to use the contracting method or 
disguised contracting method to gcvern intermediate 
taxes On some enterprises. Specifically, there are such 
methods as those of fixed tax reduction, giving tax 
breaks in cases where the base targets have been fulfilled. 
progressive contracting. giving back the money through 
fiscal appropriations, target management, and overall 
input and output contracting. The essence is to let 
enterprises illegally keep the “major portion” of the 
revenues from consumers’ tax payments to the state. 


“Blank spaces” resulting from tax breaks. Tax break 
policies should have been good pol:cies providing 
encouragement and support for enterprises with special 
conditions or business difficulties in their efforts to 
develop production. Nevertheless. some people are 
reading the good “scripture” im an erroneous way. They 
consider the policies to be merely meaning the “prefer- 
ential treatment” that tax authorities give to enterprises. 
As a result, there have occurred such phenomena as the 
loss of control in regulation, giving unauthorized tax 
breaks, giving unapproved tax breaks, giving connection- 
based tax breaks, giving relief tax breaks. securing tax 
breaks fraudulently or granting unauthorized increases 
in the scope and amount regarding tax breaks. and 
adopting unapproved “policies” to extend the period in 
which tax breaks are applicable: and attempts to curtail 
those phenomena have failed. Proceeding from local 
interests, some development zones of various kinds 
which have not been approved by the State Council 
would even compete in giving tax breaks so as to attract 
foreign investors. The negative effects thus produced can 
only distort the role of tax breaks, and lead to the state's 
tax revenue losses. 
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The “invisible killer”—tax evasion. According to the 
relevant data, currently 50 percent of the state-owned 
enterprises are evading taxes; 60 percent of the township 
enterprises are evading taxes; 80 percent of the indi- 
vidual business Operators are evading taxes or resisting 
tax collection; 95 percent of the payers of the individual 
income reguiatory tax are carrying out tax evasions 
involving the individual income regulatory tax; 60 per- 
cent of the foreign-financed enterprises are avoiding 
taxes. Since the “business world” began the “opening up 
four things” reform, many enterprises have been oper- 
ating on the basis of concentrating on one business and 
being engaged in multiple businesses, and some have 
become privately run state-owned enterprises. All this 
has in fact increased the difficulty in collecting taxes. In 
1992. Jiangsu Province conducted a round of cleaning 
up of affiliated enterprises, discovering 6,494 phony 
“collective” enterprises and securing, after discovering 
violations, makeup tax payments totalling 28.35 million 
yuan. Furthermore, there are also such economic entities 
aS phony joint ventures, phony school-run enterprises, 
phony welfare projects, phony educated youth enter- 
prises, phony nonindependent accounting units, and 
phony party and government economic entities, which 
try to get tax breaks by misrepresenting their economic 
characters. As revealed by the media, in one place a 
township-run primary school has created a record by 
having 103 affiliated “*school-run” enterprises. 


Fraudulently getting tax refunds “through legitimate and 
lawful means.” Since 1985, according to international 
practwces, China has followed the policy of providing 
export-related tax refunds. This is a good policy used by 
the state to encourage domestically produced products to 
enter the international market so as to increase foreign 
exchange earnings. However, a small number of lawless 
elements and enterprises have tried every means to 
exploit the “preferences,” thereby making huge “policy 
profits’: They use various illegal means to fraudulently 
secure “lawful tax refund certificates,” and get tax 
refunds from the state. A company in Guangdong fraud- 
ulently secured export-related tax refunds totalling 31.84 
million yuan through underreporting exports, issuing 
phony sales invoices, using fake tax collection certifi- 
cates for exports, and forging customs declarations for 
exports. 


The situation regarding the practice of being in arrears 
with tax payment can be described as resembling a 
situation where although the man has not died, the debts 
have become “rotten.” By the end of June this year, 
nationwide enterprises alone were 10.9 billion yuan in 
arrears with tax payment; the banks have tied up |.4 
billion yuan. The sum of the two amounts is 12.3 billion 
yuan. The phenomenon of being in arrears with the 
payment of other industry and commerce taxes, “two 
funds” contributions, farmland use tax remains very 
serious. Most provinces, municipalities, and autono- 
mous regions of the country have seen increases in the 
amount of unpaid taxes, as compared with the same 
period last year. This has become an important factor 
adversely affecting the state’s tax revenues. 
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To Stop the Occurring of Losses, It Is Necessary To 
Start With Reforms 


In addition to the weak taxpaying consciousness on the 
part of the citizens and the disruptive impact of the 
money-worshipping ideological current, the main causes 
of the serious loss of the states’ tax revenues are that the 
existing taxation system does not suit the development 
of market economy, that there are imperfections in the 
fiscal system, and that the tax law system |.as not been 
fully developed. 


Recently, at a national work conference of tax bureau 
directors, the participants agreed that the existing taxa- 
tion system had such problems as a lack of fairness in tax 
burden, a lack of unity in tax administration, a lack of 
simplicity in the tax system, and a lack of rigor in 
collection and management. 


Authoritative figures have pointed out in a clear manner: 


—The backward taxation system has become the chief 
culprit responsible for the state’s tax revenue losses, 
and it is now absolutely necessary to change the 
system. The main measures should include: first, 
reforming the enterprise income tax system, so as to 
standardize the distribution relationships between the 
state and enterprises, thereby providing a relaxed 
environment for fair competition among enterprises; 
second, reforming the intermediate tax system 
according to the goal of forming omnipresent tax- 
revenue distribution mechanisms which are governed 
the princi ples of fairness, neutrality, transparency, and 
universal ty, thereby facilitating the rational alloca- 
tion of sesources; third, reforming the individual 
income tax system in an attempt to establish social 
regulatory mechanisms of a new type; fourth, estab- 
lishing a scientific and rational local taxation system, 
and increasing the center’s capability for macroeco- 
nomic regulation and control, and so on. 


—Rectify the fiscal system, and adopt the separate 
taxation system and the multilevel fiscal system as 
soon as possible, so as to properly adjust the interest 
relationships between the center and the localities. 


—Perfect the legal system governing taxation. As at 
present China does not yet have mechanisms through 
which the legislative, judicial, and executive authori- 
ties keep themselves independent from each other 
while constraining each other on tax matters, and as in 
addition the current tax laws lack seriousness, unity, 
and authority, the sanctity of the tax laws has often 
been subjected to ruthless assaults. Since a market 
economy 1s a law-based economy, gradually estab- 
lishing and perfecting the legal system governing tax- 
ation in which the Tax Collection and Management 
Law serves as the mother law, with a “procedural law” 
and “organic law” serving as supporting laws, and 
resolutely regulating tax matters in accordance with 
the law are necessary to ensuring that taxation’s lever 
role is given full play and that the state's tax revenue 
losses are reduced. 
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CONSTRUCTION 


Authorities To Investigate Real Estate Sector 


94CE0088A Shenyang LIAONING RIBAO in Chinese 
22 Sep 93 p 5 


[Article by Yu Jie (0827 2638): “China Is Going To Take 
Full Stock of Its Real Estate Market’’] 


[Text] China has begun to take stern steps to correct 
nonstandard activities in its real estate market, with a 
number of companies and enterprises with serious prob- 
lems in areas, such as credit ratings, operations, land 
usage, and taxes, to be severely investigated and prose- 
cuted in 1993. The Ministry of Construction, the State 
Administration for Industry and Commerce, the State 
Land Administration Bureau, and the State Administra- 
tion of Taxation recently issued a joint circular, giving 
instructions about the full-scale investigation to be 
launched against all real estate development and oper- 
ating agencies in China, whose substance includes the 
following: 


The registration terms and credit ratings of real estate 
development enterprises will be investigated: Those 
whose credit ratings have not been examined and 
approved by responsible construction-administration 
departments, enterprise registered capital is not factual, 
funding sources are not legitimate, fundraising has not 
been approved by authoritative departments, and whose 
shares have been issued without the provided procedures 
will be subject to rectification, examination, and prose- 
cution. And those that have engaged in real estate 
development and operation activities without examined 
and approved registration or on an operating scale 
exceeding such registration will be investigated and 
prosecuted. 


The operating activities of real estate development and 
operation units will be investigated: Those that have not 
launched operating activities within set terms after reg- 
istration will be dealt with by the laws and regulations 
pertaining to their enterprise registration; those that do 
not really engage in real estate development and opera- 
tion, but seek exorbitant profits through real estate 
speculation, will be investigated and prosecuted; and 
those whose construction projects do not conform to the 
pertinent regulations and whose construction funding is 
not implemented will be dealt with. 


Land sources and transfers will be investigated: those 
that have acquired land resources illegitimately will be 
subject to rectification, those that have long not con- 
ducted real land-development according to the pertinent 
regulations will be dealt with, and those that have 
illegally transferred land will be investigated and prose- 
cuted. 


All payable taxes, paid taxes, and overdue taxes of all 
Operating units that are receivable according to law will 
be investigated: tax evasion and avoidance will be inves- 
tigated and prosecuted, and tax arrears will be corrected. 
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Meanwhile, real estate development and operation com- 
panies run by the land management sector and financial 
institutions must be dislinked according to the pertinent 
regulations. 


In this regard, the Ministry of Construction, the State 
Land Administration Bureau, the State Administration 
for Industry and Commerce, the State Administration of 
Taxation, the State Planning Commission, the Ministry 
of Finance, and the PBC have jointly organized a 
national investigation leading group to study and draw 
up specific policy measures and working plans to guide 
and oversee the national investigation. All regions and 
concerned departments have also correspondingly estab- 
lished investigation leading groups and administrative 
bodies. 


Real Estate Laws To Be Published 


94CE0088B Shenyang LIAONING RIBAO in Chinese 
22 Sep 93 p § 


[Article by Fang Hua (2455 5478): “Real Estate Laws 
Are Expected To Be Published in 1993”] 


[Text] A figure affiliated with the PRC Ministry of 
Construction (MOC) has disclosed that the job of 
drafting real estate laws is basically completed, so that 
they are expected to be published in the 1993 legislative 
year. A MOC official responsible for the drafting of real 
estate laws briefed me that the drawing up of real estate 
laws is aimed mainly at controlling the sale and transfer 
of land-use rights, strengthening control over real estate 
jurisdiction, cultivating and perfecting the real estate 
market, and standardizing real estate development and 
transactions. It is understood that the delivered real 
estate law draft totals seven sections with 52 articles. 
with one of its key items being the establishment of 
sound real estate transaction rules and standard real 
estate transaction behavior, and the two effective reform 
experiences of the compensated use of state-owned land 
for set terms and housing commercialization to be fixed 
in legal form. The articles make clear provisions on 
matters, such as construction-use land supply form, the 
sale and transfer of land use rights, and control of real 
estate development and transaction jurisdiction, with 
particular mandated terms directed at matters, such as 
the land speculation that has arisen in the sale and 
transfer of land use rights. In addition, as to matters in 
the area of real estate development and operation by 
foreigners, the laws also make corresponding provisions 
in line with international practice and China's national 
conditions. 


Housing Construction Continues To Accelerate 


94CE0088C Shenyang BOHAI SHANGBAO in Chinese 
14 Sep 93 p 2 


[Article by Gong Y1 (7895 0001): “Commercial Building 
Investment Continues To Grow at a Rapid Rate, With 
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the Existing Problem Being High Grades and Selling 
Prices With Sluggish Sales”’] 


[Text] While the Ministry of Construction reports that in 
the first half of 1993, national commercial-building 
construction-investment continued to grow at a rate of 
more than 100 percent over 1992's rapid growth, the also 
increasing severity of the problem of high construction 
grades and selling prices with sluggish sales should 
arouse great attention by the pertinent parties. 


Statistics for the first half of 1993 show that our national 
commercial-building construction-investment reached 
27.44 billion yuan, up 16.17 billion yuan and 143.5 
percent from the first half of 1992, and 72.8 points 
higher than the state-owned unit increase for the same 
period. But the state-owned unit investment percentage 
also rose from 8.8 percent in the first half of 1992 to 12.5 
percent. Our area under construction reached 141.709 
million sq m, up 95.9 percent, while our completed area 
reached 9.483 million sq m, up 71.6 percent, for a 
completion rate of 6.7 percent. 


In our commercial-building construction-investment, 
our commercial housing investment reached 22.79 bil- 
lion yuan, over 80 percent of all commercial-building 
investment, with its area under construction of 120.216 
million sq m and completed area of 8.514 million sq m 
accounting respectively for 84.8 percent and 89.8 per- 
cent of all commercial-building construction area. 


Having analyzed our commercial-building constructon- 
investment for the first half of 1993, the concerned 
experts note the following three features: 


Investment growth remained high, selling prices rose, 
and sales lagged behind construction. 


A monthly review of the growth rate of commercial- 
building investment in the first half of 1993 compared to 
that of the first half of 1992 shows that it was more than 
double for all months except May. In the first half of 
1993, our national commercial-building selling prices 
averaged 1,109 yuan per sq m, with accumulated com- 
mercial-building sales reaching 8.35 billion yuan, up 
55.6 percent from the same period in 1992, but 87.9 
points lower than our commercial-building investment 
growth; and our sales area of 7.53 million sq m was up 
47.1 percent, but 24.5 points lower than our commercial- 
building completed area. In 30 provinces, cities, and 
autonomous regions nationally, particularly the three 
provinces and regions of Hainan, Shaanxi, and Ningxia, 
investment was up sharply, while sales were in a 
declining trend. 


Our regional gap widened, with a clear contrast between 
investment and sales in the east. 
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As to the commercial-building investment for the first 
half of 1993 in 30 provinces, cities, and autonomous 
regions nationally, for the !2 eastern coastal provinces 
and cities, this totaled 21.54 billion yuan, up 156.2 
percent from the same period in 1992, for the nine 
central provinces and autonomous regions, investment 
totaled 4.13 billion yuan, up | 12.2 percent, and for the 
nine western provinces and autonomous regions, invest- 
ment totaled 1.77 billion yuan, up 93.7 percent. So our 
investment growth decreased progressively from east to 
west, with eastern growth higher respectively by 44 and 
65 points over central and western. 


As to commercial-building sales for the first half of 1993, 
sales turnover for the 12 eastern coastal provinces and 
cities totaled 6.57 billion yuan, up 45.8 percent from the 
same period in 1992, for the nine central provinces and 
autonomous regions, sales turnover totaled 1.19 billion 
yuan, up 114.8 percent, and for the nine western prov- 
inces and autonomous regions, sales turnover totaled 
590 million yuan, up 94.1 percent. So the growth was 
highest in the central region, higher respectively by 69 
and 20.7 points over the eastern and western regions. 


As to commercial-building investment and sales growth, 
while investment and sales were synchronized in the 
central and western regions, there was a sharp contast 
between investment and sales growth in the eastern 
region, where investment grew 110.4 points more than 
sales, and the key reason for the too low sales growth was 
sluggish sales creaied by a too high housing-development 
level. 


Local housing-development companies saw high invest- 
ment growth, accounting for a large percentage of the 
whole. 


In the first half of 1993, local housing-development 
companies invested 26.12 billion yuan, up 143.7 percent 
from the same period in 1992, with growth exceeding 
central housing-development companies by 4.1 points. 
In our overall commercial-building investment. locali- 
ties accounted for 95.2 percent and the center for 4.8 
percent. 


In light of this analysis, the concerned experts’ sugges- 
tions for promoting sound growth in the real estate 
industry are: On one hand, we need to actively guide real 
estate enterprises toward multilevel, multipurpose devel- 
opment, by reinforcing the construction of economi- 
cally-practical residential housing, while strictly control- 
ling the reproduction of high-grade commercial 
buildings, such as office buildings and luxurious villas. 
On the other, we need to also control commercial 
housing, particularly the construction standards of com- 
mercial housing, by taking stock of housing-price factors, 
curbing arbitrary charges and price rises, and coordi- 
nating commercial-housing supply with market demand, 
in order to achieve a good cycle of construction and 
operation. 
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FOREIGN TRADE, INVESTMENT 


Wage Issue in Special Economic Zones: Balancing 
Act 


93CE0881A Guangzhou GUANGZHOU TEQU JINGJI 
[SPECIAL ZONE ECONOMY] in Chinese 7 Jul 93 


pp 6-7 


[Article by Dai Yuanchen (2071 0954 2525), Economics 
Institute, Chinese Academy of Social Sciences: “Shen- 
zhen Faces Wage Problem”’] 


[Text] In the 1960s and 1970s, the four mini-dragons of 
Asia succeeded in attracting a massive amount of foreign 
capital mainly because of their extremely low-cost labor. 
At the time labor costs in the four mini-dragons were 
generally about one-third of those in developed nations 
in the West. Industrial production costs were lower than 
those in developed nations, particularly in the case of 
labor-intensive products. The Americans invented the 
computer terminal but chose to have it assembled and 
made in Taiwan precisely because production costs in 
Taiwan were 30 percent lower than their counterparts in 
the United States. Lower production costs means that 
the product can be priced more competitively. Nan-tsu 
and Kao-hsiung, Taiwan; Masan, South Korea; and 
other export processing zones all owed their rise to cheap 
labor as the biggest draw to the foreign investor. 


By the 1980s and 1990s, however, wages had soared in 
Hong Kong, Singapore, Taiwan, and South Korea. As 
these places gradually lost their cheap-labor edge, inves- 
tors from the four mini-dragons themselves as well as 
those from developed nations began pouring their 
investments into countries in Southeast Asia. A consid- 
erable flow of investment dollars also found its way into 
China’s special economic zones [SEZ’s] and coastal 
opened cities because wages in China are markedly lower 
than those in the four mini-dragons, not to mention the 
developed world. 


Nevertheless, there was only a limited supply of labor 
within the SEZ’s, with qualified personnel particularly 
scarce. Xiamen and Shantou had a handful of skilled 
workers, but all that Shenzhen, Zhuhai, and Hainan 
could point to were some grass-roots cadres engaged in 
rural work. As far as people proficient in modern 
industry and commerce were concerned, the economic 
zones had to start from ground zero. For economic 
development to occur, the zones must work hard to 
attract a continuous stream of male and female workers 
from other places, particularly professionals of every 
type. This means that wages in the SEZ’s must be higher 
than those outside in order to attract workers and 
professionals alike. 


In their early days, workers’ wages in Shenzhen and 
Zhuhai were set at a level equivalent to about one-third 
of those in Hong Kong and Macao on the average. Since 
Chinese workers enjoyed housing and other benefits and 
because of the low prices of agricultural byproducts, it 
was figured at the time that the actual living standard of 
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a SEZ worker would be one-third to one-half of that of 
his Hong Kong or Macao counterpart. The plan then was 
to narrow the gap gradually in the course of time so that 
monetary wages would eventually increase to about 
one-half of those in Hong Kong and Macao. Wages in 
Xiamen and Shantou were even lower than those in 
Shenzhen and Zhuhai. Wages in Shenzhen and Zhuhai 
were approximately double those in the interior while 
wages in Xiamen and Zhuahi [as published] exceeded 
those in the interior by about 30 percent. In the wake of 
economic development, the disparity has changed some- 
what. If wages in the SEZ’s were not higher than those in 
the interior, they could not attract an inflow of workers, 
especially skilled workers. 


For a while the wage system in the SEZ’s was the object 
of criticisms by certain people in the country. Some 
people thought that the high wage system in the zones 
was a form of talent-raiding targeting the interior; con- 
sequently, not only skilled workers, but also not so 
skilled ones had flocked in a southeasterly direction to 
the zones. Others considered it a sign of inequitable 
social distribution, causing conflicts between SEZ devel- 
opment and the interior. Yet others believed that by 
setting wages at a significantly higher level than those in 
the interior, the SEZ’s would soon lose their cheap-labor 
edge and stifle local economic development. The fact of 
the matter is that since the zones are the meeting point 
between domestic wages and international wages, we 
must consider not only how local wages affect wages in 
the interior, but also how they relate to international 
wages. In the case of some categories of high-tech per- 
sonnel, in particular, the common practice is to use 
corresponding wages in developed nations as a point of 
reference. The idea is to make local wages sufficiently 
attractive to qualified personnel on an international 
level, reduce brain drain, and even encourage qualified 
personnel to come home. Taiwan, for instance, used to 
have a serious brain-drain problem. Subsequently as it 
went about building Hsin-chu Science Park, it took 
special pains to emphasize preferential treatment for 
senior scientific and technological personnel to woo 
overseas scholars to return to Taiwan and contribute to 
Taiwan’s industriai and technological upgrading. This 
shows that an exclusive preoccupation with wages in the 
interior while ignoring how they stack up to interna- 
tional wages would work against sustained development 
in the zones. In fact, between the early 1980s and early 
1990s, the exchange rate between the dollar and the 
renminbi was adjusted from $1:1.5 yuan to $1:5.7 yuan, 
close to a four-fold increase; meanwhile, wages did not 
quadruple. During the same period, the level of wages in 
Hong Kong and Macao has kept rising. After over a 
decade of development, therefore, the SEZ’s have not 
only failed to close the wage gap with Hong Kong and 
Macao, but have actually seen it widen. During the 
1990s, average monetary wages in the zones have been 
one-fifth to one-seventh of those in Hong Kong and 
Macao. Herein lies a major reason why labor-intensive 
enterprises involved in the “three forms of processing 
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and compensation trade” have been pouring into Shen- 
zhen, Zhuhai, the Zhu Jiang Delta, and other coastal 
areas. 


Special economic zones need to keep wages low to attract 
foreign investors, but still higher than those in the 
interior so that workers there would be willing to relo- 
cate. SEZ wages must be lower than those overseas but 
not so low that they would trigger off a brain drain. 
While SEZ wages must be higher than those in the 
interior, everything must be done to narrow the wage gap 
with the interior. Given these conflicting demands, the 
wage issue in the zones is a most complex matter. 


Clearly we cannot hope to sort out this issue satisfacto- 
rily by adopting an isolated simplistic way of thinking. 
Besides, there are different philosophical approaches. 
Some support the traditional administrative type of 
income and wage distribution; others want wage and 
income regulation through the supply and demand of 
labor. Some support wage formation under labor 
mobility; others, wage formation under labor immo- 
bility. People have different opinions about the matter 
and a consensus is hard to come by on what the criteria 
for evaluating the pros and cons should be. 


The labor movement in China today is not totally 
unimpeded, but there has been some mobility. Within 
China, interregional income gaps have sent the “pea- 
cocks flocking to the southeast” and caused a tidal wave 
of workers to hit the road in search of work.” Interna- 
tionally, income gaps have resulted in a “migration 
fever.”* Behind interregional and international income 
gaps are extremely complex factors. If we merely look at 
the outcomes instead of undertaking radical reform, and 
resort to administrative measures to curb the labor 
movement and “migration fever," we would merely be 
scratching the surface of the problem even if the admin- 
istrative measures do have some effects. Since they live 
in the interior, high-ranking leaders often criticize wage 
distribution in the SEZ’s from the perspective of the 
interior, including the policy of giving handsome 
rewards to qualified personnel who have made contribu- 
tions, and take the SEZ’s to task for not keeping labor 
costs low. If we consider things from a variety of angles, 
we can see that such criticisms are prompted by the 
traditional way of thinking that wages should be distrib- 
uted administratively. But the administrative approach 
is not up to the task of distributing wages in China, 
including wages in SEZ’s and economic development 
zones. Only the market approach can more fairly recon- 
cile conflicting demands in the various quarters by 
regulating the supply and demand of labor and through 
the movement of labor. Certainly the wage issue is a 
century-long problem in China. The dual economic 
structure will persist well into the middle of the next 
century. Even as it makes available low-cost labor it has 
also made the conflict-ridden wage issue a problem that 
will span two centuries. 
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Electronic Information Network Explained 


94CE0092A Beijing GUOJI SHANGBAO in Chinese 
4 Sep 93 p 3 


[Article by Zhou Jianhong (0719 1696 4767), 28-year-old 
lecturer in the International Business Law Teaching and 
Research Section at Hangzhou University Law Depart- 
ment, whose research field is business law involving 
foreigners, and whose key research achievements are 
some dozen papers in his field published in domestic 
magazines, newspapers, and periodicals: edited by Gu 
Yuan (0657 0337): “On Using Legal Means To Speed Up 
the Dissemination of EDI} 


[Text] EDI [Electronic Data Information] refers to the 
exchange and processing through a computer network 
among two or more trading partners of standardized and 
patterned data in the interests of commercial exchange. 
As the dissemination and application of EDI technology 
in China is still in a preliminary stage. | hold that in 
order to standardize all EDI-technology dissemination 
and application activities and harmonize the relations 
between government organizers and EDI users, legal 
means should be used to speed up the dissemination of 
EDI, as well as to protect all basic rights of EDI users. 


I. The Significance of Using Legal Means To Speed Up 
the Dissemination of EDI. 


1. As the use of EDI technology will involve China's 
capability to take part in future international competi- 
tion and our ability to seize trade opportunities, it will 
also have a direct impact on China’s basic economic 
interests. And as it would be hard to bring the proper 
impact of such a high-tech project involving national 
interests into full play by relying on executive means 
alone, we also need to guarantee it through legal means. 


The use of EDI in international trade is now a very 
rapidly developing trend. In the mid-1980s, U.S. and 
European countries expanded their scope of EDI usage. 
For instance, EDI is being used by 97 percent of the 100 
largest U.S. businesses, and by 65 percent of the 500 
largest U.S. businesses. The U.S. Customs Office has 
announced that it has been providing preferences to 
customs declarations in EDI form since the end of 
February 1989. In order to adapt to European integra- 
tion, the EC has begun to research an electronic data 
system called TEDIS. Since the beginning of the 1990s, 
the governments of rising industrial nations, such as 
South Korea and Singapore, have spent huge amounts of 
money on EDI development. For instance, the South 
Korean Government has invested $580 million to estab- 
lish a national service agency called the “South Korean 
Trade Network,” while the Singapore Government has 
invested $250 million to mandate national EDI devel- 
opment, providing that all trade units must use EDI for 
declarations beginning in 1991. 
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2. As EDI technology in China is a new form of trade 
association with which people are generally quite unfa- 
miliar, it needs the driving force of law to speed up its 
application process. 


We need to raise public awareness of EDI quickly 
through purposeful well-conceived planning, by turning 
trade in EDI form into a legal obligation within a fixed 
period of time, in order to shorten the time that it will 
take to disseminate EDI usage in China. There are 
successful examples of the use of legal means to mandate 
the dissemination of EDI abroad that are worth drawing 
on. For instance, the South Korean Government issued a 
presidential “Decree To Promote Trade Automation” in 
December 1991, stipulating the obligation of all trade 
units to become EDI users. While the Singapore Gov- 
ernment has not promulgated special regulations to 
promote EDI usage, it has required all trade declarations 
to use EDI since 1991, forcing businesses from another 
angle to use EDI technology. 


3. As EDI dissemination and application will produce 
many new legal relations, laws will be needed to adjust 
the rights and obligations of all key players associated 
with EDI, thus ensuring that the proper economic effi- 
ciency of EDI is brought into full play. 


As the dissemination and application of EDI will be a 
project requiring a huge amount of planning and 
resources, it will require a large capital input and effi- 
cient administration by government departments, as 
well as the active participation and close cooperation of 
all users. The whole process will produce many new legal 
issues, such as the legal standing of government admin- 
istrative bodies, whether the legal relations between 
government administrative bodies and users are admin- 
istrative or contract relations with EDI-technology users, 
and what legal role EDI government administrative 
bodies should play when legal disputes arise among EDI 
users. As none of these new issues are yet covered by our 
current laws, we will have to make a corresponding legal 
adjustment to rationally define the rights and obligations 
of all parties, or it will be hard for EDI to have the 
desired impact or be accepted by its users. 


II. Defining the Legal Status of the EDI Control 
Agency According to Law Will Be the Key to the 
Successful Dissemination of EDI. 


As an analysis of the huge amount of funding needed for 
EDI-technology dissemination and application shows 
that it would be hard for any single private agency or 
group to undertake such huge spending, government 
investment will be required to ensure the basic applica- 
tion of the project. And as an analysis of the role played 
by an EDI network establishment shows that an EDI 
network center is a collection point for the exchange of 
information among EDI users, able to be called a huge 
supernetwork of business information where the busi- 
ness secrets of all users could be found out, an EDI 
network center must be an impartial and strictly confi- 
dential agency. In light of these two points, China's 
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dissemination and application of EDI must begin with 
the promulgation of the pertinent legal regulations to 
establish the legal status of the EDI control agency. so 
that it will become a coordinator for the initial dissem- 
ination and application of EDI, and the EDI network 
controller after EDI is established. In particular, we need 
to promulgate the pertinent regulations to set the prin- 
ciples for the following matters: 


1. We need to provide that the dissemination and 
application of EDI technology is a particular govern- 
ment-body task, so that EDI dissemination and applica- 
tion has an official flavor, and is regarded as a govern- 
ment action. We have now established the “China 
Coordination Group To Promote EDI Application” to 
coordinate EDI application. But as this coordination 
group simply coordinates the pertinent issues that arise 
among all EDI parties. while certainly having no perti- 
nent laws and regulations to provide for its rights and 
obligations, it has been hard for it to play a full role in 
practice. 


2. We need to stipulate the basic rights and obligations of 
the state EDI-dissemination body. The state EDI- 
dissemination body, which I will temporarily call the 
“China EDI Center,” should have the following rights 
and obligations. Its rights should be to: |) draw up 
China’s EDI-development plans: 2) raise the funds 
needed for EDI development: 3) coordinate relations 
among all departments, the center, and localities and. 4) 
administer the EDI network. Once EDI 1s established 
and in use, the China EDI Center could set up subcenters 
in all provinces and cities to undertake EDI administra- 
tion duties. | recommmend that EDI planning and future 
EDI administration be undertaken by the same body, the 
goal being to coordinate design with administration, 
requiring right from the start that the responsible body 
act from the angle of helping to develop and administer 
EDI when designing China’s EDI-development thinking. 
in order to keep design thinking from being divorced 
from administrative actions. The China EDI Center 
should be subject to the following obligations: A) The 
EDI Center must be an EDI-transaction witness. EDI 
trade is characterized by speed and timeliness. In partic- 
ular, on the EDI automatic processing system. transac- 
tions among customers are often completed tn an 
instant, leaving very littlke room for making changes. 
Meanwhile, as computer data 1s subject to alteration and 
loss due to keyboard errors or infringement by computer 
viruses, easily leading to transaction-substance disputes 
among customers, an impartial body is needed for certi- 
fication. So the EDI Center should be liable for such 
certification after future EDI operations. B) The EDI 
Center must have a confidentiality obligation. As to the 
center's work behavior, the EDI Center must act in 
accordance with law, and must not publicize at will any 
client-transaction substance. As to its employees, they 
must not disclose any client information to outsiders 


3. We need to stipulate the EDI Center obligations for 
drafting pertinent EDI standards, laws, and regulations. 
and for promoting EDI technical and legal studies. While 
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setting forth the proper legal status of the EDI Center, 
the law should also entrust the EDI Center with the right 
to draft EDI standards and promulgate trade regulations. 
China now has domestic foreign-trade export enterprises 
actively using EDI technology to conduct trade activi- 
ties. For instance, the China Electronics Import-Export 
Corp has been using computers since | 986 to conduct all 
statement exchanges between its head office and its 39 
subsidiaries, as well as among its subsidiaries. The 
business dealings of the Shandong Drawnwork Group 
with a U.S. company are also using the EDI system. As 
EDI technology spreads, the number of companies using 
EDI in private forms will grow steadily. In order to 
coordinate the forms of EDI usage by all companies, 
there is a pressing need for a legal authoritative organ to 
promulgate the pertinent EDI-technology use standards, 
so that private companies using the EDI system on their 
own can make their own adjustments, to avoid unneces- 
sary duplication conflicts on the future national network. 
China’s computer and project-communications experts 
are now recommending that they hope we will seize the 
favorable opportunity of the current international for- 
mulation of EDI FACT, by giving priority to planning 
for standardization, on which basis to establish the 
China Trade Network (CHINA TRADE NETWORK). If 
we Can act in line with China’s characteristics to draw up 
EDI standards suited to China, this will be bound to 
speed up our EDI standardization and dissemination. 


III. Recognizin shy Legal Validity of Electronic 
Data-Transfer Wiil Provide the Legal Guarantee for 
EDI Dissemination. 


As EDI dissemination and application will be a compre- 
hensive project, it will require legal guarantees in addi- 
tion to factors, such as funds, technology, and talent. 
China’s currrent pertinent legal provisions are hardly 
suited to the needs of EDI development. The most basic 
matter is that China’s laws do not yet recognize the legal 
validity of electronic data transfer. 


China’s “Economic Contract Law Involving Foreigners” 
provides that business contracts involving foreigners 
must be signed in written form to be legally valid, with 
no other forms, including verbal and electronic transfer, 
having legal validity. As contracts signed through EDI 
are not legally valid according to our current business 
contract laws involving foreigners, they are not legally 
protected by Chinese law. Taking a further look at the 
pertinent provisions in China’s civil procedural law, 
Article 63 of the newly ammended 1991 “Civil Proce- 
dural Law” provides that proof comes in the seven major 
categories of written proof, material evidence, audio- 
video data, witness verification, litigant statements, 


authenticated verdicts, and examined written records. 
The law does not have specific provisions on whether 
electronic data can be one of these proofs. While judicial 
practice includes cases where computer software as 
audio-video data has been recognized as valid proof, 
neither the basic provisions of our civil procedural law or 
the views of our Supreme People’s Court on issues 
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involving application of the “Civil Procedural Law” 
have yet any clear provisions on the matter. 


Once EDI is disseminated and applied in China, con- 
tracts signed in electronic-data form will become a key 
form of business contract. Meanwhile, in the key EDI 
foreign-trade users, such as service companies. customs, 
banks, air carriers, and insurance companies, electronic 
data will become the key form of China's important 
economic data. So recognizing in law the legal validity of 
electronic data will be a key means of ensuring the rights 
and obligations of EDI users. Only electronic data with 
legal recognition will be accepted by the vast numbers of 
users. So in order tc disseminate and apply EDI, we will 
need to supplement and ammend certain legal provi- 
sions in our current legislation. Otherwise. it will be hard 
to adapt our SAT development to the new requirements 
made by law. 


Solutions for Border Trade Problems Discussed 


94CE0070A Beijing GUOJI MAOYI 
[INTERNATIONAL TRADE] in Chinese No 141. 
15 Sep 93 pp 4-6 


[Article by Liu Baorong and Zhang Chunlai, affiliated 
with the Trade Institute under the Ministry of Foreign 
Economic Relations and Trade: “Carry Out Joint Regu- 
latory Efforts to Achieve Comprehensive Improvement. 
So As To Establish and Perfect Normal Order in Border 
Trade”’] 


[Text] China is a vast country; nine provinces and 
autonomous regions of China border on 15 neighboring 
countries; the land border line is over 22,000 km in 
length; and over 30 nationalities live on two sides of the 
border. Economic contacts between China and the 
neighboring countries have a long history. After the 
establishment of the new China, border trade between 
China and the neighboring countries developed in a 
tortuous manner because of the impact of domestic and 
external political factors. In the early 1980s, with the 
improvement of political relations between China and 
neighboring countries such as the Soviet Union, border 
trade resumed and developed gradually. In the second 
half of the 1980s, under a good reform and opening-up 
situation, border trade grew unexpectedly and rapidly. 
Especially, in 1992, encouraged and guided by the spirit 
of Comrade Deng Xiaoping’s southern inspection 
remarks, the CPC Central Committee and the State 
Council adopted the policy of making land border areas 
open up to the outside world to a greater extent. The 
State Council has in succession approved the further 
opening up of 13 border cities to the outside world, 
giving those cities greater border trade autonomy, 
thereby greatly stimulating the development of border 
trade and ushering in a new stage of rapid development 
of border trade. 


I. The Current State and Role of Border Trade 


According to statistics, in our country there are currently 
216 open border-trade ports, and nearly 300 border 
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trading markets. Many border cities, such as Manzhouli, 
Heihe, Suifenhe, and Huichun in the north and Ruili, 
Wanding, and Pingxiang in the south, have become 
centers and radiation sources with regard to the opening 
up of border areas. In 1992 the value of China’s border 
trade reached $1.86 billion, 143 times that of 1980. The 
sum of border and local trade accounts for more than 
half of the total value of China's trade with neighboring 
countries. At the same time economic and technological 
cooperations between China and the neighboring coun- 
tries are developing in all spheres. In the past several 
years border trade has undergone great changes whether 
in terms of form or in terms of content. It has turned 
from being simple goods exchange into being compre- 
hensive economic and trade cooperation which com- 
bines trade with economic and technological coopera- 
tion, labor service cooperation, and tourism 
cooperation; and it has changed from undiversified 
border trade into trade characterized by the merging and 
synchronized development of border trade, local trade, 
private trading, and state trading, by combining border 
trade with domestic trade, and by the coexistence of 
barter, spot exchange, and transit trade. In short, border 
trade now assumes many forms, has many channels, and 
is multilayered; the participants are of various owner- 
ship statuses. Border trade has become an important 
component of China’s economic and trade cooperation 
with other countries. 


Although the share of the value of border trade in the 
total value of China’s import and export trade remains 
insignificant, the monetary value is far from being able 
to fully demonstrate the role of such trade. The main 
manifestations of the role of such trade are: 


1. Accelerating the opening up of the border areas. 


With the rapid development of border trade, in border 
provinces and autonomous regions economic activities 
are booming, with large numbers of businessmen car- 
rying Out operations there, and border cities are 
becoming prosperous; promoting trade and developing 
border areas have become important components of 
economic development strategies of border provinces 
and autonomous regions. The development of border 
trade has made the ties between the border provinces 
and autonomous regions and the hinterland even closer. 
China's border provinces and autonomous regions are 
seeing the emergence of a new situation regarding the 
opening up to the outside world, a situation where, with 
border trade taking the lead, cooperation and contacts in 
such areas as those of economy, technology, culture, and 
tourism are developing in a comprehensive manner. 
Border regions’ opening up to the outside world and the 
coastal and river-valley regions’ opening up are sup- 
porting each other, contributing to the implementation 
of our country’s all-dimensional opening-up strategy. 


2. Developing market in neighboring countries and being 
conducive to the implementation of our country’s 
strategy of diversifying foreign trade market. 
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Borders are limited, but trade is unlimited. In recent 
years, with the help of the center's preferential policies, 
China's border provinces and autonomous regions have 
fully exploited the geographical advantage of being close 
to neighboring countries as well as their transport con- 
ditions, turning economic complementarity between 
them and neighboring countries into effective economic 
and trade contacts, thereby developing local economy 
and acquiring greater market shares in neighboring 
countries. For instance, in 1992 countries of the former 
Soviet Union saw social instability, worsening economic 
crises, and insufficient supplies of goods. Under such 
difficult circumstances, as border and local trade played 
a positive role, the total value of China's import and 
export trade with countries of the former Soviet Union 
reached $6.66 billion; in this regard the value of trade 
with Russia reached $5.86 billion. The value of China's 
trade with Russia alone exceeded the highest value of 
China’s trade with the then Soviet Union ever achieved 
in the past. In 1992 China and Russia developed project 
contracting and labor service cooperation through 
border and local trade; the total value of the projects 
reached $180 million, and over 16,000 workers worked 
abroad. By the end of 1992 nearly 200 joint ventures of 
various kinds between China and countries of the for 1er 
Soviet Union had been established, and over 100 trade 
institutions had been established. 


As facts have proven, the development of border trade is 
helpful to developing market in neighboring countries so 
as to fully utilize bilateral trade potentials, and to the 
implementation of the strategy of diversifying foreign 
trade market. 


3. Being good for the country, enriching the people, 
promoting friendship with neighbors, and contributing 
to domestic stability 


The development of border trade has stimulated the 
opening up of the border provinces and autonomous 
regions, invigorating economic development in the old, 
minority, and previously poor border provinces and 
autonomous regions and alleviating their fiscal difficul- 
ties. It has made the ties between the border regions and 
the coastal and hinterland regions closer and strength- 
ened the understanding and friendship among various 
nationalities, and is thus conducive to national stability 
and unity. The development of economic and trade 
cooperation in the border regions has accelerated the 
development of industry, agriculture, commerce, con- 
Struction, and services in the border regions, and is thus 
helpful to making people at large in the border regions 
shake off poverty and get rich. At the same time, with the 
development of bilateral economic and trade relations, 
in previously tense border areas there are now economic 
cooperation zones, border trading zones, and interna- 
tional commercial cities. This is of great significance to 
ensuring stability in border areas and to consolidating 
and developing friendly neighborly relations between 
China and the neighboring countries. 
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II. Problems Which Urgently Need To Be Solved 


In the development of border trade there also exist many 
problems such as the problem of goods quality, the 
problem of business order, incongruence between polli- 
cies of the two sides, the many changes in policies of 
Russia and other countries, and transportation prob- 
lems. However, the main problems which now urgently 
need to be solved are the following ones: 


1. The existence of counterfeit and substandard goods 1s 
seriously affecting the development of border and local 
trade. 


Chinese goods enter the markets of neighboring coun- 
tries through such channels as border and local trade. 
economic cooperation, tourism, and border trading mar- 
kets. Large numbers of businessmen and tourists from 
neighboring countries are coming to China's border 
cities, and are, from there, traveling to Beijing, Shanghai. 
etc. Neighboring countries have realized the economic 
prosperity in China by looking at Chinese goods, and 
have seen the achievements of the reform and opening 
up. But, at a time when we are actively promoting 
economic and trade cooperation with neighboring coun- 
tries, the qualities of goods have become a very promi- 
nent and serious problem. It should be said that supplies 
from both sides in border trade have quality problems. 
For instance, some Russian businesses do not deliver 
goods with qualities as stipulated in contracts. and some 
would substitute inferior steel products and timber for 
high-quality steel products and timber or substitute old 
automobiles for new ones; what is more, goods delivered 
are often much less than they are supposed to be. 
However, most goods from Russia are in the category of 
means of production and thus do not enter tens of 
thousands of households as daily-use goods do: thus, the 
impact is not widespread. But, the goods that we supply 
neighboring countries are mostly daily-use consumer 
goods such as textiles and household appliances, and 
thus the impact is widespread. As there are many diver- 
sified supply channels for our goods, large amounts of 
counterfeit and substandard goods have poured into the 
markets of neighboring countries through Chinese and 
foreign profiteers, various “affiliated” companies and 
tourists, creating a very bad impression. People in 
Russia, Kazakhstan, and other countries now call sub- 
standard “tourist shoes” from China “week shoes” 
(referring to their being able to last only a week), call 
counterfeit eider down jackets “chicken feather jackets.” 
call leather jackets “paper jackets,” and so on. As such 
counterfeit and substandard goods with “Made in 
China” signs appear on the markets of neighboring 
countries and as some local newspapers as well as 
television and radio stations sensationalize the matter. 
the quality reputation of Chinese goods has been greatly 
damaged. Counterfeit and substandard goods only con- 
Stitute a minority among the large numbers of Chinese 
goods, and we have exported a great deal of name brand 
goods to Europe and the United States. However. those 
Chinese and foreign profiteers which care only about 
making huge profits would exclusively buy from, or even 
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seek after, those “specialized households” which pro- 
duce counterfeit and substandard goods for them. It 1s 
those counterfeit and substandard goods which have 
damaged the image of China's reform and opening up. 
destroying the reputation of Chinese goods which has 
been built up over several decades. 


2. A disorderly situation in business activities. 


The lack of order in business activities is manifested 
mainly in: first, the excessively large number of. and the 
disorderly situation regarding, “affiliated” companies: 
and second, the absence of effective regulation. 
According to incomplete statistics, there are 835 border 
trade corporations run by Heilongjiang Province, the 
Autonomous Region of Inner Mongolia, the Xinjiang 
Uighur Autonomous Region, Yunnan Province, and the 
Guangxi Zhuang Autonomous Region in China, and 
several thousand border trade companies which are 
affiliated with the abovementioned corporations. For 
instance, the border trade corporation of a border city in 
China has several hundred branch companies or 
“branches.” Those branch companies mostly originate 
from the hinterland and coastal regions, and are 
engaging in border trade after being registered with the 
border cities. They exploit the business right of border 
trade corporations, and assume no respon.ibility except 
for paying some service fees to those corporations. When 
problems occur, they would leave. shifting responsibility 
onto the back of the border trade corporations. In 
addition, our border and local trade with neighboring 
countries 1s now characterized by multiple forms. chan- 
nels, and layers. This should be a good thing. We do not 
have effective regulation, however. The commodity 
inspection agencies at border ports are not fully devel- 
oped; there are imperfections in trade laws and regula- 
tions; and there is a lack of macro-level regulation and 
control mechanisms concerning prices, information ser- 
vice, customs, and transportation. As a result. the situa- 
tion regarding border and local trade is very disorderly. 
and such a disorderly situation is seriously disrupting the 
normal development of border and local trade. Surely, 
our neighbors, such as Russia and Kazakhstan, have 
similar disorder problems in carrying out border and 
local trade with us. Their large numbers of brietcase 
companies, private foreign trade companies, and enter- 
prises authorized to engage in trade would use the 
“promising one daughter to a hundred families” 
method: each would negotiate with several of our com- 
panies while having only limited supplies. Our compa- 
nies would compete in getting the supplies. and they 
would reap the gains. What is more, some even threw the 
contracts that they had signed personally into toilets 
after attending the Harbin Trade Fair. and returned 
home, carrying the goods purchased. As a result. inci- 
dents of failures to implement contracts or to make 
payments are not rare. Some of our border trade com- 
panies are continually paying for high “tuition expenses” 
for that 
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We must fully understand, and adopt effective measures 
to solve, the problems, whether they are quality prob- 
lems or disorder problems in business activities. 


Ill. Adopt Effective Measures To Solve the Problems 


|. Unity thinking. try as hard as possible to achieve 
cooperation, and make joint regulatory efforts. so as to 
achieve comprehensive improvement. 


Unitying thinking and understanding 1s the key to 
solving the problems. 


Quality 1s a product's life. The qualities of a country’s 
products represent the development level of the coun- 
iry’s productive forces, the country’s science and tech- 
nology level. and the quality of the country’s people. and 
affect the images of the entire country and the entire 
nation. Every Chinese should have a correct under- 
standing of this point. Striving to achieve quality-based 
victories 1s one of Our country’s important strategies for 
developing exports; it is also necessary to Strive to 
achieve qualiy-based victories in regard to exports to 
neighboring countries. Because of the current economic 
situations and people's consumption levels in neigh- 
boring countries, medium- and low-grade goods have 
substantial markets in those countries. However, 
medium- and low-grade goods are not tantamount to 
counterfeit or substandard goods. High-, medium-, and 
low-grade goods are only different in grade, but should 
all be of acceptable qualities. Our enterprises must grasp 
the fact that the markets of our neighbors are becoming 
“hot spot” markets being given attention by many devel- 
oped countries and the “Four Little Dragons.” Goods 
from such countries and areas as Japan and the ROK 
have already entered neighboring markets such as those 
in the Commonwealth of Independent States and 
Vietnam. Business competition is like a battle field. We 
must have high-quality goods in competition, and oth- 
erwise we will lose market, there 1s no other alternative. 
(Jur numerous regulatory, economic and trade, customs, 
commodity inspection, transport, industry and com- 
merce, technological supervision, and tourism agencies 
must cooperate closely, strengthen coordination, make 
joint regulatory efforts, and enforce the law strictly so as 
to eliminate all corruption phenomena. 

2. Resolutely suppress the production and marketing of 
counterteit and substandard goods. 


The root cause of the exporting of counterfeit and 
substandard goods lies in the production and marketing 
of such goods in China. Therefore, it 1s necessar- to 
adopt measures to crack down on the production and 
marketing of counterfeit and substandard goods. Last 
year the State Council rssued the Circular on Cracking 
Down on the Illegal Activities of Producing and Mar- 
keting Counterfeit and Substandard Goods. On | Sep- 
tember the Product Quality Law went into effect in 
China. The second session of the Eighth National Peo- 
ple’s Congress considered and adopted the Decision on 
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Punishing Crimes of Producing and Marketing Counter- 
feit and Substandard Goods. Conscientiously imple- 
menting the abovementioned laws and regulations are 
sure to purify goods on the Chinese market, thereby 
playing the role of removing the firewood under the 
cauldron with regard to the exporting of counterfeit and 
substandard goods. 


3. Make conscientious efforts to do a good job of 
carrying Out commodity inspections, and keep a strict 
control over exports. 


In accordance with the Import and Export Commodity 
Inspection Law of the People’s Republic of China and 
the Rules Implementing the Inspection Law, the com- 
modity inspection agencies should inspect exports care- 
fully, and, in accordance with the law, strictly punish 
producing and trading enterprises which supply or pur- 
chase counterfeit and substandard goods for export; and 
they should pursue the legal responsibility of those 
involved in cases which are serious and which have 
created serious consequences. In cases where inspection 
certificates issued by commodity inspection agencies are 
required by laws, regulations, and foreign trade con- 
tracts, the customs should only allow the passage of 
goods with inspection certificates issued by commodity 
inspection agencies, and should in no case allow the 
passage of goods without inspection certificates issued 
by commodity inspection agencies. It is strictly for- 
bidden to allow the passage of goods and people at places 
where there are no customs offices. 


4. Strengthen the regulation of border trading markets, 
and resolutely prohibit the entry of counterfeit and 
substandard goods. 


Industry and commerce administrative agencies, 
national technological supervision agencies, and com- 
modity inspection agencies should inspect the goods sold 
on the border trading markets on a constant basis, and 
resolutely mete out punishments, such as confiscation, 
fines, and revoking business licenses, on vendors selling 
counterfeit and substandard goods; serious cases should 
be referred to judicial authorities so as to pursue the 
criminal responsibility of those involved. 


5. Impose qualitative limits on goods carried by 
departing passengers. 


In recent years, some of the tourists, relative visitors, 
students, and foreign purchasing agents have taken 
abroad large amounts of counterfeit and substandard 
goods through tourism trade. The Ministry of Foreign 
Economic Relations and Trade, the General Administra- 
tion of Customs, and the State Administration for the 
Inspection of Import and Export Commodities have 
issued rules stipulating that goods carried by departing 
passengers should be for personal use only and be of 
reasonable, limited amounts. To carry goods in an obvi- 
ously commercial fashion, one has to go through import 
and export formalities in accordance with the relevant 
rules on imports and exports. 
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6. Clean up and rectify affiliated companies engaged in 
border and local trade, and establish good order in 
border and local trade. 


In accordance with the spirit of the Foreign Economic 
Relations and Trade Ministry’s circular on cleaning up 
and rectifying affiliated companies engaged in border 
and local trade, it is necessary to conduct a round of 
comprehensive cleaning up and rectification of those 
affiliated companies engaged in border and local trade. It 
is necessary to terminate the agent relationships in the 
cases of those briefcase companies which have weak 
economic strength, bad business conduct, and incom- 
plete institutions, and disqualify them from participa- 
tion in border and local trade. Corporations which have 
acquired agents must assume responsibility in a strict 
manner. When problems occur, those who have made 
the involved companies their agents should be held 
responsible. If border and local trade corporations or the 
firms for which those corporations serve as agents have 
problems of counterfeit and substandard goods them- 
selves, those involved should be held responsible. 


7. State-owned foreign trade enterprises should enter 
markets of neighboring countries in an active manner, 
and play the role as the main force and main channel. 


For many years, our large state-owned foreign trade 
enterprises have observed contracts and kept their 
words, and people have confidence in the qualities of 
products that they seli. In the past two years, large 
state-owned foreign trade enterprises have failed to play 
their due role in the barter trade with neighboring 
countries, and are not very active in border and local 
trade. The neighboring countries have great market 
potentials, and should not be underestimated. Large 
state-owned companies should transform their business 
methods as soon as possible, and make contributions by 
entering the markets of neighboring countries. 


8. The border provinces and autonomous regions must 
take resolute and decisive actions to rectify border trade 
order and ban the exporting of counterfeit and substan- 
dard goods 


The direct beneficiaries of the development of border 
trade and the acceleration of the opening up of border 
areas are the border provinces and autonomous regions. 
If we lose market in neighboring countries, the direct 
victims would still be the border provinces and autono- 
mous regions. Therefore, the border provinces and 
autonomous regions should proceed from the national 
interest and their respective local interests, and must 
take resolute and decisive actions to keep quality control 
over departing goods, thoroughly rectify border trade 
order, and enhance regulatiun, so that border trade may 
develop in a healthy way. 
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Hainan Outlines Impact of Entering GATT 


93CE0883A Guangzhou TEQU JINGJI [SPECIAL 
ZONE ECONOMY] in Chinese No 7, Jul 93 pp 42,43 


{Article by Hainan University Economics Institute's Du 
Junyi (2629 0193 0308): “The Effect of Entering GATT 
on Hainan Economic Development} 


[Text] I. The Effect of Entering GATT on Hainan's 
General Economic Situation 


The restoration of China’s seat in the General Agree- 
ment on Tariffs and Trade (GATT) will have a great 
effect in expanding opening up and intensifying reform 
in the Hainan Special Zone and promoting extraordi- 
nary development of the special zone’s economy. Gen- 
erally speaking, there will be advantages and disadvan- 
tages, but the advantages will be greater than the 
disadvantages. The principal advantages will be: 


A. It will have the advantage of expanding exports of 
Hainan products. Since Hainan was established as a 
province, every year the foreign exchange earned from 
exports has grown at a great rate. Using the most favored 
nation treatment that GATT confers will have the 
advantage of further expanding the export of Hainan 
products. 


B. it will have the advantage of promptly adjusting 
Hainan’s foreign trade policy. Hainan product export 
trade is presently still in the initial stage. With the growth 
of Hainan product export trade, there is a special need 
for an overall understanding and grasp of the interna- 
tional product trade situation and trends. After China is 
restored to GATT, it can obtain the international trade 
data that GATT has, including the trade policies and 
regulations and trade statistics of signatory nations. This 
will help Hainan to promptly understand each country’s 
product trade tendencies and promptly adjust its foreign 
trade policy, strategy, and tactics. 


C. It has the advantage of maintaining Hainan’s foreign 
trade rights and interests. Presently the export of 
Hainan’s products, especially such tropical crop prod- 
ucts as natural rubber, pepper, sugar, and fruits, some- 
times encounters “anti-dumping” resistance, affecting 
Hainan’s utilization of its advantage of low costs for 
labor-intensive products. After returning to GATT, we 
can fairly resolve disputes in accordance with relevant 
GATT provisions and win a comparatively favorable 
foreign trade environment for Hainan and protect the 
foreign trade rights and interests that Hainan should 
have. 


D. It has the advantage of Hainan’s continuing to imple- 
ment the policy of “two resources.” Because Hainan has a 
deficient economic base, the development of Hainan’s 
industry and agriculture has the problem of a corre- 
sponding lack of resources. This is alleviated by relying 
on agreements to use domestic and foreign resources. 
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After China returns to GATT, it can use international 
trade standards to broaden the conduit for importing 
resources and avoid the disadvantage that changes in the 
international market can Dring to Hainan’s importing of 
resources and provide the conditions for Hainan to 
establish a diversified, stable base for importing 
resources. 


E. It has the advantage of moving Hainan enterprises 
toward the market. After reentering GATT, Hainan’s 
market must further open to the outside. This will 
promote the development of the Hainan market. This 
also will promote an improved market concept and 
active use of the market function among Hainan enter- 
prises and accelerate the conversion of enterprise oper- 
ating mechanisms, increasing the vitality and the vigor 
of the enterprises. 


F. It will have the advantage of receiving the benefits 
accorded by most favored nation treatment. Direct most 
favored nation benefits come from lower most favored 
nation tariff rates. Through a succession of tariff conces- 
sion negotiations, the signatory nations’ import tariffs 
have been continuously lowered. The average tariff has 
fallen to 5.5 percent from 40 percent in the period right 
after World War II, and the average tariff on developed 
nations’ industrial manufactures has fallen to 3.5 per- 
cent. The most favored nation tariff is much lower than 
the general tariff. Generally, the tariff on commodities 
receiving most favored nation treatment is only about 
one-tenth the tariff on commodities not receiving most 
favored nation treatment. 


The main disadvantage 1s the unbalanced development 
of Hainan enterprises and the rather numerous products 
that are poor quality, high in cost, and lacking compet- 
itiveness on the international market. After China reen- 
ters GATT, the further opening to the outside of the 
Hainan market will have a serious impact on the prod- 
ucts of some enterprises. For example, Hainan will have 
to provide most favored nation treatment to other sig- 
natories, eliminate import licenses, and lower tariff 
rates. Presently, the average tariff of developing nations 
in GATT is about 15 percent, but Hainan’s is about 22 
percent. They will have to lower it by seven percentage 
pornts and they cannot arbitrarily impose import limits. 
So, those poor quality, high cost products, especially the 
ones where the price on the provincial market exceeds 
the international market price, will certainly be seriously 
impacted by products coming from the outside. 


For example, take the natural rubber and pepper as well 
as the home appliances produced by industry that 
Hainan abounds in. Presently all the international prices 
are lower than the prices on markets in the country and 
in the province, and some are even less than half. There 
are many reasons. Some are deep-seated problems that 
have developed over a long period, such as backward 
product production techniques and excessively small- 
scale enterprise economy. This situation cannot be 
changed all at once. We also can utilize the GATT 
“protective tariff” provision as well as the “preferential 
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treatment” provision for developing countries for added 
protection. But this protection is limited. Free trade and 
free competition will not permit perpetual protection for 
the backward. Hainan must adopt effective measures as 
soon as possible and change this backward situation as 
quickly as possible so that Hainan products will not be in 
an inferior position in international competition. 


The Hainan market can easily suffer the effects of 
fluctuations in the international market. For a long time, 
under the double layer of protection of tariffs and import 
limitation measures, the Hainan market has been essen- 
tially cu’ off from the international market and the 
fluctuations of the international market have had rela- 
tively little effect on the Hainan market. After China 
“enters GATT,” the protective screen will be essentially 
torn down, tariff rates will be lowered, and import 
licenses will be eliminated, allowing imported products 
to rather freely enter the Hainan market. In addition, 
export channels will be opened, causing the prices of 
Hainan commodities to gradually approach the levels of 
international commodities. The prices of Hainan raw 
materials, energy, and agricultural products will rise to a 
rather great extent and the prices of Hainan industry 
manufactures, especially durable consumer goods, will 
fall to a rather great extent and overall price levels could 
rise as a result. Price fluctuations and structural adjust- 
ments could trigger frequent adjustments in the Hainan 
industrial structure, creating a waste of productive 
resources and causing Hainan’s economic development 
to pay a rather large price in the short run. 


Il. The Effect of “Entering GATT™ on Hainan’s 
Principal Economic Sectors 


The basic objective of GATT is to liberalize trade by 
greatly reducing tariffs and eliminating such nontariff 
barriers as quantitative limitations. Free trade can pro- 
mote international division of labor and bring comper- 
ative benefits, but because various countries and various 
regions are at different levels of economic development, 
the comparative benefits cannot be equitably distributed 
to every country and every region. Often developed 
countries profit more and developing countries profit 
less. In the same country or region, the benefits of free 
trade also cannot be equitably distributed among various 
sectors. Often the advanced sectors profit more and 
backward sectors profit less, and, some sectors cannot 
profit, and lose. After reentering GATT, Hainan could 
receive some benefits from free trade, causing some 
rather high quality sectors in the province to receive a 
rather great advantage, and at the same time, also cause 
comparatively inferior industries in the province to 
suffer very great losses, because they will lose protection. 
Specifically, Hainan’s textile and apparel industries will 
receive the greatest benefit, the machinery and electrical 
equipment manufacturers will suffer an impact, and 
agriculture will face intense competition. 


A. The textile industry and the apparel industry will 
receive the greatest benefit. The textile and apparel 
industries are assuming an ever more important position 
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in the Hainan economy. Their present value of output ts 
one sixth of the total value of industrial output and they 
make up one fifth of total foreign exchange earned in the 
whole province. In the 1990s, Hainan textile and apparel 
exports will certainly become ever greater, with 14.6 
percent annual growth. Presently exports are mainly to 
various South Asian nations. Later they will shift mainly 
to the Commonwealth of Independent States and var- 
ious East European countries, and at the end of this 
century and into the next century, they also will break 
into the West European and U.S. markets. Liberalization 
of the textile and apparel trade has been the common 
demand of developing countries and regions, including 
Hainan, for a long time, but developed countries, to 
protect domestic textile industries and apparel indus- 
tries, have excluded textiles and apparels from liberal- 
ized commod:ties and used the Multifiber Agreement to 
limit developing countries’ exports of textiles and 
apparels. The limiting measures have been constantly 
strengthened and the scope of the limitations has been 
constantly expanded. From cotton, wool, and man-made 
fibers it has been expanded to all plant fibers, mixed 
plant fibers, and mixed silk textile products, and such 
unlimited products as ramie and flax have been included 
in the scope of the limitations. Moreover, the importing 
countries do not need to consult with exporting coun- 
tries. They can unilaterally decide to extend the period of 
the limitations. In order to protect their own interests, 
developing countries have all along demanded that the 
Multifiber Agreement be rescinded. Although there still 
are numerous differences over substantive issues in the 
current Uruguay Round negotiations, there 1s a general 
feeling that when the Multifiber Agreement expires, it 
will not be extended and, after a certain transition 
period, textile and apparel trade will ultimately conform 
with the general agreement. It will be extremely helpful 
to textile and apparel exports to rescind the Multifiber 
Agreement and liberalize textile and apparel trade. 
Hainan has a comparative advantage in the production 
of labor-intensive textiles and apparels and has a huge 
potential for textile and apparel exports. If Hainan only 
operates in accordance with GATT regulations and 
implements a reasonable plan for textile and apparel 
production and export, it can further improve its ability 
to adapt to the market and its competitiveness, and 
“entering GATT” will bring huge benefits to Hainan. 


B. There is a huge impact on the machinery and electrical 
equipment industries. Hainan has established a rudimen- 
tary machinery and electrical product industry system. 
In 1992 Hainan exported US$160 million in machinery 
and electrical products, 21 percent of total exports. But 
generally speaking, the majority of Hainan’s machinery 
and electrical products are vastly inferior to advanced 
foreign standards in consumption of raw materials, 
energy, and labor. Hainan machinery and electrical 
product energy consumption costs are sixteen times 
those of Germany; fifteen times those of the United 
States, fourteen times those of France; thirteen times 
those of Japan, Britain, and Italy; eleven times those of 
Canada; and seven times those of Korea. Great product 


JPRS-C AR-93-084 
23 November 1994 


energy consumption and high costs are a major factor 
affecting the international competitiveness of Hainan’s 
machinery and electrical products. With readmission to 
GATT, several of Hainan’s former protective measures 
toward these industries will have to be relaxed. tariff 
rates will be greatly reduced, and the machinery and 
electrical industries will be faced with a huge impact and 
test. But challenge and opportunity coexist. This impact 
can become a potential for enterprise innovation and 
motivation for trying hard to catch up. In the past, under 
those protective policies, enterprises could still remain 
secure despite inferior products, high costs, and low 
efficiency. After these protections are eliminated and 
they are faced with strong foreign competition, the 
enterprises can no longer not count costs, not emphasize 
efficiency, and not care about quality, and for their own 
interests they will put forth an effort on product quality 
and enterprise efficiency. For every enterprise that does 
this, the competitiveness of the entire machinery and 
electrical equipment industries can be improved. 


C. Agriculture faces intense competition. Because agricul- 
tural issues are special and trade in agricultural products 
is essentially unrestricted by GATT, the vast majority of 
the countries in the world, especially developed nations, 
have extensive protections for agriculture, creating ever 
more serious obstacles to the circulation of agricultural 
products, leading to turbulence in the world agricultural 
product market and acute price fluctuations. In this 
Uruguay Round negotiations, liberalization of agricul- 
tural product trade centering on elimination of agricul- 
tural product export subsidies has been put on the 
agenda. Despite very big differences on this issue, the 
trend of liberalization of agricultural product trade 
cannot be reversed. With the gradual liberalization of 
agricultural product trade, several measures blocking 
trade will be eliminated and agricultural product export 
subsidies will be reduced, having far-reaching effects on 
world agricultural production and agricultural product 
trade. Among them, the following two aspects will have 
the most intimate effect on Hainan agriculture: A) 
Reducing agricultural protection will cause the prices of 
principal agricultural products to go up and Hainan will 
pay an even greater price for the agricultural products 
that it needs to import. Some estimate that if developed 
countries eliminate subsidies and protection on agricul- 
ture, the average prices of agricultural products could go 
up 28 percent. Within that, flour could rise 36.5 percent, 
rice could rise 26.4 percent, dairy products could rise 
48.6 percent, and sugar could rise 52.6 percent. This 
would be of benefit to the countries that export these 
products, but would create an extra burden for the 
importing countries. Hainan for a long time has always 
been an importing region for flour, rice, and dairy 
products, and rebounding prices would cause Hainan to 
pay out even more foreign exchange. B) Liberalization of 
agricultural product trade will lead to renewed adjust- 
ments in the distribution of world agricultural produc- 
tion and provide an opportunity for Hainan to expand 
agricultural product exports. As a result of liberalization 
in agricultural product trade, each nation will have a 
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tendency to arrange its agricultural production in accor- 
dance with its comparative interests. Developed nations 
will reduce the production of some of the agricultural 
products for which they do not have a comparative 
advantage. For example. Japan could reduce its produc- 
tion of rice and vegetables, the United States could 
reduce its cotton and wheat production, and the Euro- 
pean Community could reduce its production of grains 
and sugar. The adjustment of advanced nations’ agricul- 
tural structure could concede some of the market share 
and provide Hainan with an opportunity to expand its 
agricultural product exports. 


LABOR 


Income, Consumption Compared With Canada 


Y4C E00494 Bevyine GUANLI SHIJIE 
[MANAGEMENT WORLD] in Chinese No 4, 24 Jul 93 
pp 196-203 


{Article by Gordon Meinong [phonetic], Chen Haichun 
(7115 3189 3196) and Yan Zhiming (6768 1807 2494). 
Gordon Meinong is a professor at the University of 
Toronto: Chen Haichun and Yan Zhiming’s work unit ts 
the Management Institute of Central China Engineering 
College: “Real Income and Consumption of City and 
Town Families in China” ] 


[Text] According to 1989 Chinese family income and 
consumption statistics, families that are second only to 
the highest income level in China (also known as 4Q 
families that a somewhat better than medium income) 
average 3.36 people. They also average a real annual 
income of 5.359 yuan renminbi and a real consumption 
of 4.643 yuan renminbi. [Footnote |. These data and 
data quoted without attribution elsewhere in this article 
come from Chinese Statistical Yearbook, (1990). At the 
official exchange rate for the same year (1 Canadian 
dollar = 3.19 yuan renminbi), actual Chinese family 
expenditures for consumption were |,460 Canadian dol- 
lars. Judged by Western standards, although a consump- 
tion level of 4.643 yuan renminbi for a family having a 
somewhat better than medium income cannot be termed 
extremely comfortable, it 1s really not bad. Looked at 
another way, it 1s very clear that if any Canadian family 
paid only 1.460 Canadian dollars on consumption each 
year. 1t would be unable to buy the basic necessities of 
life 11 needs such as food. clothing, and housing. 


The direct reasons for the above problem is as follows: 
When an exchange rate 1s used to convert a Chinese 
family’s renminbi income and consumption into Cana- 
dian dollars income and consumption, assuming that the 
exchange rates expresses purchasing power parity, at a 
certain rate of exchange, prices of the two country’s 
products and labor services are identical. However, this 
assumption does not hold water in actual practice. For 
example, the average price of | kilogram of fish in 
Wuhan was 3.00 yuan in 1990. Converted at the 


exchange rate, this came to 0.94 Canadian dollars. In 
fact, however, the average price of | kilogram of fish in 
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Canada was 4.67 Canadian dollars, nearly five tomes the 
exchange rate price. After eliminating high quality 
imports, few of which Chinese families buy, the 
exchange rate prices of other commodities to a greater or 
lesser degree than the price of similar commodities in 
Canada. Therefore, in converting Chinese family income 
and consu.nption, use of the exchange rate will produce 
a marked underestimation. The problem that this article 
seeks to solve is the exact degree by which the price of 
Chinese goods 1s lower than the price of similar goods in 
Canada and other developed western countries. and the 
exact degree by which consumption ts higher when the 
actual price of goods in Canada rather than the exchange 
rate price 1s used to measure Chinese family consump- 
tion. 


Many years ago when an international comparison of per 
capita GDP was made, it was found that exchange rates 
reflection of purchasing power parity 1s erroneous. 
Beginning with Gibert and Kravitz, many methods have 
been used to measure per capita GDP. and identical 
prices have been used to calculate GNP in different 
countries for the building of a related statistical system 
based on purchasing power parity. Today. the Organiza- 
tion for Economic Cooperation and Development 
(OECD) is doing statistical work on numerous countries 
during a certain period. The United Nations Interna- 
tional Development uses its data as basic data. In its 
annual human development report, it publishes GDP 
data figures on many countries that are based on pur- 
chasing power parity. For developed nations, per capita 
GDP differs very little whether figured in terms of 
conversion rates or purchasing power parity. However, 
for many undeveloped countries such as India and 
Egypt. per capita GDP fipures based on purchasing 
power parity are two to four ines the amount based on 
conversion rates. In the human development report 
published in 1991, per capita GDP figures on the basis of 
purchasing power parity was 7.5 times that figured from 
conversion rates, the two figures being $2.470 and $330 
respectively. Since OECD has not made China a part of 
its purchasing power parity research, its data on China's 
GDP is only a rough and :nformal estimate. An estimate 
based on research on China that Gordon et al conducted 
in 1990 puts Chinese per capita GDP data figured from 
purchasing power parity at 6.! times that figured from 
exchange rates. 


This article uses purchasing power parity as the basis for 
figuring the 1989 actual income and consumption level 
of Chinese city and town families having a somewhii 
better than medium mcome level. using the Canadian 
dollar as a measurement standard. Our reasons for not 
figuring per capita GDP are as follows: First, without the 
cooperation of the State Statistical Bureau and the 
OECD, figuring per capita GDP 1s extremely difficult. 
Second, by using the renminbi and the Canadian dollar 
as calculation units, we are able to derive a large amount 
of data needed to calculate Chinese family income and 
consumption by using purchasing power parity. Third, 
in calculating a similar family consumption level, the per 
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capita GDP indicator does not have the broad applica- 
bility of the indicators that this article uses for calcula- 
tions. Finally, this article’s statistical data may serve as 
basic material for further analysis of the reasons for the 
difference in income and consumption calculated by 
using purchasing power parity versus exchange rates. 


1. Problem Definition and Analytical Methods 


Our goal is to determine the amount of goods and 
services that a Chinese city and town family having a 
somewhat better than medium income consumed in 
1989. and to work out statistics on the prices of these 
goods and services in China and Canada in terms of the 
renminbi and the Canadian dollar. The total amount of 
consumption of these goods and services figured at 
Canadian prices 1s the total Chinese family consumption 
using purchasing power parity. The difference between 
these data and the exchange rate conversion indicators 1s 
the degree by which the consumption of a Chinese family 
having a somewhat better than medium income in 1989 
is underestimated. [Footnote 2. We are unable to derive 
all indicator data for the same year. In this article, the 
Chinese family income figures and the amount of goods 
and labor services is 1989 data, but their prices are for 
1990 and 1991. The Canadian prices are for 1990. Price 
differences for different years are relative to the huge 
differences between the two countries, they may be 
ignored. | 


Other important elements in the actual consumption of a 
Chinese family that may be underestimated, and one 
that 1s not included in our statistics on goods and 
services consumption, are production for personal use, 
and goods and services that are not a part of market 
transactions These include things such as child care, 
domestic help, home upkeep, transportation and com- 
munications, etc. In comparison with Canada, the per- 
centage of such goods and services 1s much greater in a 
Chinese household, and more important in daily life. If 
these goods and services are included in family con- 
sumption, the actual level of Chinese family consump- 
tion rises. 
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In order to derive the amount of consumption based on 
purchasing power parity and on exchange rate conver- 
sion, pertinent data about the main goods and services 
that a Chinese family consumes are presented and ana- 
lyzed below. This is done for two reasons: First, these 
data explain the main basis for differences in consump- 
tion in the two countries; and second, these data may be 
used for further analysis and comparison. 


2. Food Consumption 


In 1989, Chinese city and town families having above 
average income spent 4,644 yuan renminbi on consump- 
tion. This included payment of 2,454 yuan, or 52.8 
percent of income, for food. Table | provides relevant 
data. In the table, food is divided into three groups. 
Group I contains main foods. The Chinese Statistical 
Yearbook provides amounts consumed; thus, the ren- 
minbi and Canadian dollar consumption figures can be 
readily derived. Since the Chinese Staustical Yearbook 
did not provide consumption amounts for each kind of 
vegetable and fruit in Category II, but rather only total 
consumption put at 584 yuan, or 183.77 Canadian 
dollars at the conversion rate, we assumed consumption 
of each to be the same in deriving the total consumption 
of each. By using the Canadian price for these 14 
varieties, the amount consumed can be calculated using 
purchasing power parity price, this amount being 912 
Canadian dollars. The above method may also be 
applied to the category III foods. Total category III 
consumption is the difference between total food con- 
sumption and consumption of category | and category II 
foods. 


Although certain difference may exist between actual 
consumption and consumption derived by using the 
above method, the inverse ratio between consumption 
and price on which this method of handling the average 
apportionment of consumption rests is consistent with 
reality. Consumption figured in Canadian dollar terms 
suggests that the difference from actual consumption is 
not great. Tabie | shows a consumption figure of 722 
Canadian dollars for food calculated by the exchange 
rate conversion method, but a consumption figure of 
3,658 Canadian dollars when figured in terms of pur- 
chasing power parity. This is a 4.74 fold difference 
between the two. 





T able 1. Food Consumption of a Chinese Family Having Slightly Above Medium Income in 1989 





























Particulars Consumption (Yuan) Chinese Price (Yuan) Canadian Price Consumption in Consumption in 
(Canadian Dollars) Terms of Yuan Canadian Dollar 
Terms 
Group | Coil 
Tea pak 12.26 22.00 12.60 269.81 154.53 
Rice el 450.77 0.64 1.69 288.05 760.62 
Pork a 63.64 5.40 6.96 343.65 442.92 
Beef and Mutton — 10.45 6.90 1.65 72.10 994 
Poultry 1273 7.00 4.08 99.96 $8.26 
Fish 28.36 3.00 4.67 85.08 132.43 
Chicken Eggs _ 26.24 5.80 2.36 151.62 61.69 
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Table 1. Food Consumption of a Chinese Family Having Slightly Above Medium Income in 1989 (Continued) 
Particulars Consumption (Yuan) Chinese Price (Yuan) Canadian Price Consumption in Consumption in 
(Canadian Dollars) Terms of Yuan Canadian Dollar 
Terms 
Rapeseed Oil 21.77 4.60 9.36 100.15 203.79 
Refined Sugar 8.23 3.00 0.86 24.70 7.08 
Tobacco 124.99 1.50 3.31 187.49 413.72 
Beer 33.94 0.85 1.77 28.85 60.07 
Sub-total 1,651.44 2,375.06 
Group Il 
Fruits and Fresh | 496.57 | $84.42 911.99 
Vegetables pe | 
Group Ill 
Ice Cream 128 | 8.50 1.57 10.90 2.01 
Coca Cola — 4.15 1.23 19.90 3.23 
Local Cola a 1.50 1.23 10.90 8.94 
rs a ey: 8.00 6.70 10.90 9.13 
Cookies T NB 0.98 0.69 10.90 7.68 
Crackers | 143 7.60 7.10 10.90 10.19 
Wheat Flour 5 - i" 7 0.62 1.30 19.90 22.86 
Sausage Containing | 1.60 6.80 15.10 10.90 24.21 
Flour as an Extender | =—=— = | 
Pork Sausage | — Ss 11.00 5.63 10.90 5.58 
Hot Dogs | 3.03 | 3.60 5.40 10.90 16.35 
LunchMeat =| «1:36 co 8.00 5.88 10.90 8.01 
Sardines L 195 | 5.60 8.20 10.90 15.96 
Mik] 1.20 1.08 10.90 9.81 
Yogurt . _| Wa ik. 0.90 1.92 10.90 23.26 
Salt 15.58 | 0.70 0.96 10.90 14.95 
Pepper —S—é<C~Ss*té‘;éCS !C*~*~* 1.60 4.71 10.90 32.09 
Macaroni” [ a a er 212 10.90 6.42 
an | v6 | 7.00 5.47 10.90 852 
Orange Juice : OR 3.66 1.82 10.90 $42 
Honey “| os 4.34 2.25 10.90 5.65 
—iftf 218.05 240.29 
GrandTol =| ssid; 2,453.91 3,527.35 














3. Consumption of Other Goods 


Table 2 provides pertinent data about consumption 
expenses for goods other than food by a Chinese 
family having somewhat better than medium income. 
According to the Chinese Statistical Yearbook, 598 
yuan goes for clothing. Figured at the exchange rate, 
this is 188 Canadian dollars. Using the above average 


consumption apportionment methods, the amount 
spent on 37 different kinds of clothing calculated at 
the purchasing power parity method ts 1,198 Cana- 
dian dollars, or 6.37 times the amount derived from 
the exchange rate conversion method. This shows that 
wages are low, technology is good, and circulation 
costs are cheap in China’s textile and clothing indus- 


tries. 
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Table 2. Consumption of Goods Other Than Food by a Slightly Above Medium Income Chinese Family in 1989 
































Kind of Goods Consumption Figured at Consumption Figure at Consumption Figures at Ratio of Consumption F ig- 

Chinese Prices (Yuan) Foreign Exchange Rate Canadian prices (Canadian | ured at Canadian Prices to 
Conversion (Canadian Dollars) Exchange Rate Conversion 
Dollars) 

Clothing 589.15 188.10 1,197.54 6.37 

Daily Necessities $70.33 179.35 711.80 3.98 

Cultural and Entertain- 293.93 92.43 315.87 3.43 

ment Goods 

Books, Newspapers, and 39.31 12.36 96.95 7.84 

Magazines 

Pharmaceuticals and 60.41 19.00 326.86 17.20 

Medical Supplies 

Construction Materials 77.18 24.27 208.19 8.58 

Fuel 65.72 20.67 72.90 3.53 

Other Goods 70.90 22.29 121.84 §.47 

Total 1,775.93 $58.47 3,449.54 §.47 




















The range of items covered by the term daily necessities 
is broad, and the items numerous. Mostly, it includes 
furniture, utensils, appliances, and things used in a 
home. Outlays for such goods totaled 570 yuan ren- 
minbi, or 179 Canadian dollars when converted at the 
rate of exchange. Figured by the purchasing power parity 
method, they came to 712 Canadian dollars, or 3.98 
times the exchange rate conversion amount. Cultura! 
and entertainment articles include numerous goods such 
as television sets, cameras, toys, and sports equipment. 
Outlays for such goods came to 294 yuan renminbi, or 7 
percent of all consumption outlays. Using the exchange 
rate conversion method, this amounted to 92 Canadian 
dollars. Using the purchasing power parity calculation 
method, this amounted to 316 Canadian dollars, or 3.43 
times the exchange rate conversion method amount. By 
comparison with food and clothing, the difference 
between the purchasing power parity method and the 
exchange rate conversion method for calculating outlays 
for daily necessities, and cultural and entertainment 
items was little. The reason is that many of the goods 
making up daily necessities, and cultural and entertain- 
ment goods are imports or are assembled from foreign 
parts. 


The difference was very greatwhen the purchasing power 
parity method and the exchange rate conversion method 
were used to calculate consumption of books, newspa- 
pers, and magazines, and of pharmaceuticals and med- 
ical supplies. This difference reflects the public welfare 
policy that the Chinese Government has adopted. Some 
uncertainties exist about the Chinese Statistical Year- 
book statistics on the remaining three kinds of goods. 
City and town family purchases of construction mate- 
rials are largely to improve living conditions. Generally 
speaking, Chinese city and town housing is allocated by 
the state. However, if no better housing is available, a 
family occupies the housing assigned them for a long 


time. Because the nominal owners of the housing, the 
state, rarely spend money to maintain and improve 
housing conditions, the occupants have no choice but to 
spend money themselves to buy materials for upkeep 
and to improve housing conditions. We prepared statis- 
tics on the prices of 12 different construction materials 
in China and in Canada, but we have no way of knowing 
the actual amount that Chinese city and town families 
spent on each kind of these building materials. For fuel, 
we prepared statistics only on the price of bottled gas. 
What is included among the “other kinds of goods” 
listed in the statistical yearbook 1s not clear. We used the 
difference between the consumption figures derived 
from use of the purchasing power parity and the 
exchange rate conversion methods for all goods except 
food to take the place of the difference between the two. 


Outlays for goods including food, clothing, books and 
newspapers, cultural and amusement articles, daily 
necessities, construction materials, and fuel came to 
4,230 yuan, or 91.1 percent of total expenditures. Using 
the exchange rate conversion method. this translated to 
1,330 Canadian dollars. At Canadian prices, however, 
these goods cost 6,370 Canadian dollars. Thus, con- 
sumption outlays figured at purchasing price parity were 
4.95 times the exchange rate conversion amount. 


4. Consumption of Other Than Goods (i.e., Services) 


Outlays for other than goods (all kinds of services) of 
Chinese city and town families having a somewhat better 
than medium income totaled 414 yuan or 8.9 percent of 
total outlays for consumption. Figured by the exchange 
conversion method, this equals 130 Canadian dollars. 
However, Table 3 shows an expenditure of 6,824 Cana- 
dian dollars for consumption of other than goods when 
the purchasing power parity method of calculation is 
used—a 52.5 fold difference between the two. 
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Table 3. Consumption Outlays for Other Than Goods (Services) by Families Having a Slightly Better Than Medium 









































Income in 1989 
Service Consumption Outlay Fig- Consumption Outlay Consumption Outlay Ratio Between Outlays 
ured at Chinese Prices (Canadian Dollars) Fig- (Canadian Dollars) Fig- Figured at Canadian 
(Yuan) ured by the Exchange ured at Canagian Prices Prices and by the 
Conversion Methods Exchange Rate Conversion 

Method 

Rent 33.89 10.34 3,472.00 335.78 

Water 11.05 3.48 86.59 24.88 

Electricity 15.42 31.20 2.02 

Gas 7.73 2.43 8.55 3.52 

Transportation, Posts, and 43.48 13.67 153.12 11.20 

Telecommunications 

Medical Treatment, 17.91 5.63 247.60 43.98 

Health Care 7 

School Fees 86.45 27.19 1,195.27 43.96 

Health Care [sic] 22.95 7.22 191.30 26.50 

Culture, Entertainment 14.55 4.58 65.04 14.26 

Expenses 

Repair Expenses 81.78 25.72 669.99 26.05 

Other 45.76 14.39 614.87 42.73 

Grand Total 413.58f 130.06 6,735.54 51.79 

















House rent is one of the main factors producing the large 
difference above. A Chinese family spends very little on 
house rent each year—only 32.89 yuan. This is the 
equivalent of 10.34 Canadian dollars figured by the 
exchange rate conversion method, meaning that housing 
is virtually free. Rent for generally the same kind of 
housing in Canada is estimated to cost 5,208 Canadian 
dollars. Even though it is supposed that for various 
reasons house rent in China should be two-thirds that of 
Canada, a Chinese family’s house rent figured on pur- 
chasing power parity is 3,472 Canadian dollars, 336 
times the exchange rate conversion amount. [Footnote 3. 
Data about Canadian housing rents were derived 
through extrapolation using the following method: On 
the basis of various data, we estimated that a Chinese 
family of somewhat better than medium income has 
between 50 and 60 square meters of living space. Fur- 
ther, on the basis of a statistical survey made by the 
Canadian Mortgage and Housing Cooperative, this 
housing area costs 434 Canadian dollars per month in 
Canada, or 5,208 Canadian dollars per year. Since a 
Chinese family spends very little on house upkeep and 
protection, we reduced the rent by one-third]. 


Water in Canada costs 25 times what it costs in China. In 
China, water must be boiled before it is drunk; conse- 
quently, there is a marked difference in the quality of 
water in both countries. In Canada, the price of elec- 
tricity and gas is only 2.02 and 3.52 times what it is in 
China. However, for 16 items included in communica- 
tions and transportation, the price in Canada is 11.2 
times the price in China. 


We were unable to obtain price or cost information for 
specific items related to medical treatment and health 
care, school fees, and education expenses in China and 
Canada, but we do know the wages of people working in 
these professions. Since these are strongly specialized 
professions, the techniques used in both countries are 
similar. In addition, the facilities used in these profes- 
sions (including the buildings, instruments, and equip- 
ment), and the degree of specialized training of 
employees is higher in China than in China. In order to 
reflect this difference, we used two-thirds the wages of a 
Canadian employee as the cost of the these services 
figured by the purchasing power parity method. We 
prepared statistics on the price or cost of culture and 
amusement, repairs, and other services in China and 
Canada. These services are strongly labor intensive and, 
like the previous three services, the difference in their 
price or costs differs greatly between China and Canada. 


Using the purchasing power parity method in calcula- 
tions, consumption of other than goods (services) 
amounted to 6,736 Canadian dollars. Using the 
exchange rate conversion method, they cost 130 Cana- 
dian dollars. The great difference between the two 
reflects the very great difference in what China and 
Canada pay for these services and the wages of 
employees in these professions. It must be emphasized 
that in the purchasing power parity calculation process, 
the effect of Canada’s fairly high labor productivity rate 
was taken into consideration. 











56 ECONOMIC 


5. Free Services That Government Provides 


In addition to the various services that the market 
provides, the government provides some services free of 
charge in both China and Canada. For example, both 
provide free education, national defense, medical treat- 
ment and health care, public welfare facilities, and other 
services. In Canada, some of these services are paid for 
out of the industrial and commercial tax included in the 
prices of goods; others are paid for by the individual 
income tax. The individual income tax makes a very 
great difference between an individual's nominal income 
and his actual disposable income. For example, in 
Canada, the annual average before tax income of a city 
or town family having a somewhat better than medium 
income was 44,073 Canadian collars in 1986. After 
paying a persona! income tax of 8,367 Canadian dollars, 
disposable income available for actual consumption and 
savings amounted to 35,706 Canadian dollars. In order 
to calculate the actual income of a Canadian family, 
including free government services, we regarded a fam- 
ily’s before tax earnings as actual income (a rough 
estimate), or we added the services that government 
provides to after-tax income to get actual income. A 
Chinese family pays virtually no personal income tax. 
The free services the family enjoys that have no direct 
source of funding are paid for almost entirely by the 
industrial and commercial tax. Since the cost of these 
services is made up almost entirely of labor costs, and 
since the compensation of employees in these profes- 
sions differs widely between China and Canada, the 
difference in expenditures for these services as calculated 
by the exchange conversion method and the purchasing 
power parity method is substantial. 


We used the following method to estimate the expendi- 
ture for these services by a Chinese family having a 
slightly better than medium income living in a city or a 
town. First, according to the Chinese Statistical Year- 
book for 1990, in 1989 10.9 million, 3.1 million and 8.6 
million people, or a total of 22.6 million people respec- 
tively in China were working in education, medical 
treatment and health care, and other government service 
fields. However, we lack objective data as to how the 
services that these people provided were distributed to 
the 25 percent of the 249 million Chinese families living 
in cities and towns. [Footnote 4. According to the 1990 
Chinese Statistical Yearbook, 38.2 percent of families 
live in cities. Our rough assumption is that 13.2 percent 
of these families live in rural villages near cities and 
towns; hence, the true number of families living in cities 
and towns is 25 percent.}] Clearly, the number of people 
providing services to city and town families is more than 
25 percent of the population. We assume that 40 percent 
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of the employed serve city and town families. Thus, 9.04 
million of the employed serve 62.4 million city and town 
families. If it is rather conservatively estimated that city 
and town families having a slightly higher than medium 
income enjoy free services to the same extent as city and 
town families in general, then, on average, each city and 
town family having a slightly better than medium 
income receives the services of 0.145 employed people. 
The wage of people in these jobs 1s 1,905 yuan renminbi 
per year, versus 29.988 Canadian dollars in Canada. 
Therefore, the free services that each Chinese family 
having a slightly better than medium income enjoy are 
worth 276 yuan renminbi (1,905 x 0.145), or, converted 
at the exchange rate, they are worth 87 Canadian dollars. 
However, figured at the wages of employees of service 
businesses in Canada, they are worth 4,348 Canadian 
dollars. Likewise, inasmuch as the equipment used in 
these jobs in China is relatively poor, and the caliber of 
employees fairly low, their labor efficiency is two-thirds 
what it is in Canada; thus, the value of these free services 
figured by the purchasing power parity method is 2,899 
Canadian dollars. 


6. Results From the Study of Chinese Family 
Consumption 


Table 4 presents a composite picture of the goods and 
services that Chinese families having a somewhat better 
than medium income buy and the free government 
services they enjoy. The total figures for food, clothing, 
and housing represent purchases of necessities. The 
statistics for these goods are fairly reliable and represen- 
tative. Consumption of these goods figured by the pur- 
chasing power parity method is 8,197 Canadian dollars. 
Using the exchange rate conversion method, it is 970 
Canadian dollars, the former being 8.45 times the latter. 
Reliability of the statistics for other goods and services is 
somewhat less. Figured by the purchasing power parity 
method, the consumption figure for these goods and 
services is 4,709 Canadian dollars. Figured by the 
exchange rate conversion method, it is 490 Canadian 
dollars, an 8.3 fold difference. The free services that 
government provides are worth 2.899 Canadian dollars 
using the purchasing power parity method, and 87 Cana- 
dian dollars using the exchange rate conversion method, 
a 33.3 fold difference existing between the two. The total 
consumption figure for goods and services (exclusive of 
free government services) calculated by the purchasing 
power parity method is 13,315 Canadian dollars, or 9.1 
times the figure calculated by the exchange rate conver- 
sion method. If the free services that government pro- 
vides are added in, the difference between the two is 10.5 
fold. 
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Table 4. Consumption Outlays for Goods and Services by Families Having a Slightly Better Than Medium 
Income in 1989 
Service Consumption Outlay Fig- Consumption Outlay Consumption Outlay Ratio Between Outlays 

ured at Chinese Prices (Canadian Dollars) Fig- (Canadian Dollars) Fig- Figured at Canadian 
(Yuan) ured By the Exchange ured at Canadian Prices Prices and by the 
Conversion Methods Exchange Rate Conversion 

Method 

Food 1,454 772 3,527 4.57 

Clothing 598 188 1198 6.37 

Rent 33 10 3,472 347.20 

Subtotal a 3,085 970 8,197 8.45 

Other Goods 1,178 370 1,854 5.01 

Other Services 381 120 3,264 27.20 

Subtotal b 1,559 490 5,118 10.44 

Total of All Goods and 4,644 1,460 13,315 9.11 

Services Purchased 

Free Government Services 276 87 2,899 33.3 

Grand Total 4,920 1,547 16,214 10.48 

















Note: Sub-total a is the total for food, clothing, and house rent. Subtotal b is the total for other goods or services. The total of all purchased goods 


and services is the sum of sub-totals a and b. The grand total is the sum of all goods and services purchased, plus free government services. 





Some errors may exist in the foregoing calculations, 
partly because it is very difficult to determine the exact 
goods and services that Chinese city and town families 
consume, as well as to put in statistical form the differ- 
ence in the price of these things in China and Canada. 
Moreover, the greatest error may result from the quality 
of Chinese goods and services being relatively low, 
causing us to overestimate the actual consumption of 
Chinese families. We lack objective data for the adjust- 
ment of these qualitative differences, and we did not 
make these differences a part of the difference in con- 
sumption between the two countries. 


Since very great wage differences exist between China 
and Canada in medical treatment and health care, edu- 
cation, and other service sectors, the price of these 
services figured by the purchasing power parity method 
versus the exchange rate conversion method is greatest. 
In order to determine whether wage differences reflect 
differences in the quality and quantity of medical treat- 
ment, we posed the following question to one of our 
members, a professor who studied at the Toronto Uni- 
versity Medical College: How much more medical treat- 
ment does a U.S. or Canadian doctor provide than a 
Chinese doctor? He replied: You have the wrong idea. 
An U.S. medical doctor treats a relatively small number 
of people, but a Chinese doctor provides more necessary 
medical treatment for a multitude of people. The Chi- 
nese doctor’s medical treatment services productivity 
rate is higher than that of a U.S. or Canadian doctor. 


Although, the work efficiency of the Chinese Govern- 
ment is a very controversial issue in the view of different 
people, when discussion turns to the stability and safety 
of the economic system, that 8.6 million personnel are 
providing very good service for more than | billion 


people shows that all government work means doing a lot 
of work and doing it efficient. 


7. Preliminary Comparison of Chinese and Canadian 
Family Consumption and Income 


One important objective in figuring family income and 
consumption by the purchasing power parity method is 
to make a comparison of different countries. We have 
already calculated in Canadian dollars the amount of 
consumption of goods and services of Chinese city and 
town families having a somewhat better than medium 
income level; therefore, a comparison of the consump- 
tion of Chinese and Canadian families having a some- 
what better than medium income is fairly easy and 
significant. Applicable Canadian statistics show that in 
1989 a Canadian family making a somewhat better than 
medium income spent 53,008 Canadian dollars, 
including individual income taxes and social security 
payments. After outlays amounted to 40,170 Canadian 
dollars. Since a Chinese family having a somewhat better 
than medium income pays virtually nothing in indi- 
vidual income taxes and social security taxes, making a 
direct comparison of such family consumption in the 
two countries is rather difficult. There are two possible 
rough methods of comparison. 


One method is to compare the Canadian family’s after- 
tax consumption expenditures and the Chinese families 
consumption expenditures not including government- 
provided services. A Canadian family spends 40,170 
Canadian dollars on consumption after taxes, and a 
Chinese family spends 13,315 Canadian dollars on con- 
sumption, not including services that the government 
provides free of charge. Another method is to include the 
free services that government provides in the consump- 
tion payment figures of both countries. We assume that 
in Canada the individual income tax and the social 
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security tax are rough estimates of the value of free 
services that government provides. Moreover, in Section 
5, we calculated that in China, the value of services that 
government provides free of charge is approximately 
2,899 Canadian dollars. Therefore, the outlays for con- 
sumption of a Canadian family, including services that 
the government provides free of charge, are 53,008 
Canadian dollars. The outlays for consumption of a 
Chinese family, including the free services that govern- 
ment provides, are 16,214 Canadian dollars. This is a 
3.27-fold difference and slightly higher than the ratio of 
consumption expenditures exclusive of services that 
government provides free of charge. 


Discussion of how income is distributed in Chinese and 
Canadian families is extraordinarily interesting. Table 5 
shows the distribution of income in Chinese city and 
town families at different income levels in 1989, and the 
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distribution of income in Canadian families at different 
income levels in 1986. In China, there was a |.56-fold 
difference between the highest income level and the 
lowest income level, but in Canada, the difference was 
7.63-fold. Therefore, the difference in income resulting 
from unequal distribution of income in China was far 
lower than in Canada. Because the number of families at 
the lowest income level and at the highest income level 
are greater in Canada, the above comparison underesti- 
mates the difference in the inequality of family income 
in China and Canada. In China, virtually no income 
comes from property, and very littl unemployment 
exists in Chinese cities and town. In Canada, part of the 
reason for unequal family income is the dispersal of 
families. Retired people do not live with their children, 
and divorce produces many single person families. How- 
ever, we do not fully understand how much influence 
these factors have on income comparisons. 





Table 5. Comparison of Income Distribution in Chinese and Canadian Families 


























Level China Canada 
Absolute Amount (Yuan) Percent of Average Absolute Amount percent of Average 

Income (Canadian Dollars) Income 
Low Income Household 3,547 72 9,690 27.2 
Slightly Below Medium Income 4,307 87.4 19,683 $5.2 
Households 
Medium Income Household 4,801 97.4 30,956 86.8 
Slightly Above Medium Income 5,359 108.8 44,073 123.6 
Households 
High Income Households 5,535 112.3 73,922 207.3 
Average 4,927 100.0 35,665 100.0 




















Note: Source of Chinese data is 1990 Chinese Statistical Yearbook, which provides data for 1989. Source of Canadian data is Statistics Canada, 


which provides before-tax data for 1986. 





Looked at another way, Chinese statistical data do not 
reflect the true value of many goods and services. Take 
house rent, for example. Most family housing in Chinese 
cities and towns is highly government subsidized. In 
1992, Kaha et al conducted an extraordinarily inter- 
esting study applying western income standards to Chi- 
nese families. They discovered that the distribution of 
housing subsidies and other kinds of subsidies was more 
unequal than the distribution of wages. According to 
their calculations, there was a 3.2 fold difference in 
subsidies between the highest income level and the 
lowest income level. 


Even after the above adjustment, the extremely limited 
inequality of income of Chinese city and town families 
means that the consumption level of most families is 
similar to that of the lightly above medium income level 
of the families we studied. Calculated in terms of pur- 
chasing power parity, consumption is 16,214 Canadian 
dollars. Using exchange rate calculation, consumption is 
1,547 Canadian dollars, a 10.5 fold difference, but still 
far lower than the 53,008 Canadian dollar average before 
tax income of Canadian families in 1989. 


Chinese family consumption figured in terms of pur- 
chasing power parity shows more than 50 percent of 
consumption is for services, but raw data provided in the 
Chinese Statistical Yearbook shows less than 10 percent 
of consumption is for services. This is because Chinese 
Statistical methods exclude many services and underes- 
timate the value of services. 


We must also briefly explain the pricing problems 
encountered in comparing consumption of the two coun- 
tries. In this study, we used Canadian prices to derive 
consumption for China and Canada calculated by pur- 
chasing power parity. When the OECD uses purchasing 
power parity as the basis for calculating the GNP of 
different nations, it is using an average price. Were it to 
use Chinese prices as a measurement standard, the 
difference between Chinese and Canadian consumption 
expenditures would be somewhat less. Or, if the average 
price were used, the difference would lie somewhere 
between the difference in consumption figured using 
Canadian prices and Chinese prices separately. In other 
words, were another method to be used, the difference 
between Canadian and Chinese consumption expendi- 
tures would be 3.27 percent lower. 
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Finally, it should be noted that the various data calcu- 
lated by using purchasing power parity may be used for 
international comparisons of other things, such as an 
international comparison of energy consumption per 
capita of GNP. Such comparisons might yield some very 
significant conclusions. 


AGRICULTURE 


Shandong Hog, Pork Output Decline 


94CE0085N Jinan DAZHONG RIBAO in Chinese 
13 Oct 93 p 6 


[Summary] According to May statistics, Shandong Prov- 
ince had 13,294,000 hogs in stock, a 1.3 percent decline 
from 1992, and a 1.4 percent decline from February. The 
number of sows and piglets declined about 20 percent. 


In the first half of 1993, the provincial food system 
procured 1,554,000 hogs, a 37 percent decline; and pork 
sales declined 22.8 percent. In the first half of 1993, 
Shandong shipped 7,473 tons of pork to other provinces, 
a decline of 3,500 tons from the same period in 1992, 
and 1,809 tons of pork were exported, a decline of 1,915 
tons. 


Since spring, pork prices have continued to rise. At 
present, fatty pork is 5,200 to 5,300 yuan per ton, in May 
and June the price was 4,300 to 4,500 yuan per ton. Pork 
cuts are 8,400 to 8,700 yuan per ton, in the spring the 
price was 7,000 to 7,400 yuan per ton. 


Major reasons for this situation are: Grain and feed 
prices have increased, and funds for the hog business are 
insufficient, which hinders development of the hog 
breeding industry. Because costs of hog breeding are 
large and profits are low, farmers are gradually aban- 
doning the trade. The cattle, sheep and poultry industries 
are developing. In the first half of 1993, Shandong 
procured 29,700 head of cattle, 198,000 sheep, and 
8,860,000 poultry, sheep and poultry procurement 
increased 40.8 percent and 13 percent over the same 
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period in 1992. Sales of beef, lamb and poultry meats 
reached 74,000 tons, a 26 percent increase over the same 
period in 1992. 


Zhejiang Fails To Meet Procurement Plan for Rice 


94CE0085M Beijing ZHONGGUO XINXI BAO 
in Chinese 27 Sep 93 p 1 


[Summary] As of 5 September, Zhejiang Province had 
put 970 million kilograms of early rice in storage, of this 
amount 883 million kilograms were contract orders, 
fulfilling 69.7 percent of the plan. 


Major reasons for the slow progress in procurement are: 
In addition to reduced grain area, output, and per unit 
area yield, farmers are not satisfied with the procure- 
ment price. Investment in one mu of early rice is about 
115 yuan, the cost of fertilizer, pesticide and other 
expenses is about 117.5 yuan, and wages for hired labor 
are about 130 yuan. Expenses are larger than income. 


Heilongjiang Increases Soybean Prices 


94CE00850 Harbin HEILONGJIANG JINGJI BAO 
in Chinese 16 Oct 93 p 3 


[Summary] Since 1990, Heilongjiang Province has not 
adjusted contract soybean prices, and soybean produc- 
tion costs have increased. To arouse farmer enthusiasm 
to plant soybeans, and in consideration of the supply and 
demand situation, the provincial grain department and 
price bureau raised the purchase and marketing price of 
contract orders for soybeans beginning | October. 


The contract order price for soybeans (standard product) 
increased from 45 yuan per 50 kilograms to 55 yuan; and 
the planned sale price increased from 45 yuan per 50 
kilograms to 55 yuan. The planned purchase and sale 
price of hot pressed bean cakes increased from 22 yuan 
per 50 kilograms to 26.5 yuan; and the planned purchase 
and sale price of cold pressed bean cakes increased from 
28 yuan per 50 kilograms to 35 yuan. The planned 
purchase and sale price of soaked bean meal increased 
from 21 yuan per 50 kilograms to 26 yuan. The planned 
purchase and sale price of first grade soybean oil 
increased from 220 yuan to 270 yuan per 50 kilograms; 
and second grade soybean oil increased from 215 yuan to 
265 yuan per 50 kilograms. 
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Corrosive Effects of ‘Extreme Individualism’ 
Noted 


Links to Corruption 


94CM0026A Beijing GONGREN RIBAO in Chinese 
27 Sep 93 p 3 


{Article by Chen Ran (7115 3544): “Extreme Individu- 
alism Must Be Checked if Corruption Is To Be Radically 
Eliminated”] 


[Text] Corruption is an historical phenomenon; it is 
essentially a product of the exploitative system. The 
collapse of imperial dynasties throughout our history is 
inseparably linked with the corruption of its rulers. 
There is corruption even under socialism. Its causes are 
not only historical, social, and economical, but most 
importantly ideological. 


Extreme individualism refers to a mentality that, in all 
matters, always basically starts out from a person's own 
individual interests. It is a kind of ideology that has 
developed on the foundation of the private ownership of 
the means of production and has been the common 
ideological foundation and ethical principle of the feudal 
landowner class and the capitalist class. Its particular 
characteristics are: Placing one’s own interests above the 
common interests of society and above the interests of all 
others; trying everything possible, by hook or by crook, 
to enhance one’s powers and expand one’s individual 
privileges, without even hesitating to violate or harm the 
common interests of society and the interests of others. 
China has been a feudal society over a long period of its 
history and has therefore been exposed for a long time to 
feudalism and other influences of the exploiting class, 
which have continuously manifested themselves in a 
variety of new forms. If extreme individualism, this 
ideology of the exploiting class, would exist only among 
the common people, it need not be taken to be a major 
disaster, but once it combines with power, it is bound to 
bring forth the evil monster of corruption. There are 
people who sell power for money, who buy power with 
money, and engage in power-money transactions. There 
are people who steal what is entrusted to them and divert 
or withhold for their own personal use state funds 
allocated for special projects. There are people who 
perpetrate fraud, set up private companies with public 
money to carry on private business, and who regardless 
of the means treat public property as their own private 
property, and thus dissipate much of the state's assets. 
There are people who pervert justice and bend the law, 
give and take bribes, engage in extortion and blackmail, 
and squander the wealth of the people. Every one of 
these decadent phenomena is a manifestation of extreme 
individualism as it is taking effect in the brains of these 
people. There are the cases of: Xu Zhonghe [1776 0022 
0735], former deputy mayor of Ruzhou City in Henan, 
Chen Huike [7115 1863 0344], former mayor of Xian- 
ning City in Hubei, Li Xiuyun [2621 4423 0061), former 
assistant manager of the Changsha Branch of the Bank of 
China, and Yu Zuomin [4416 01552404], agricultural 
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industrialist at Daqiuzhuang in Tianjin Municipality. 
All these men had been affected by an ultra- 
individualistic mentality; they did not hesitate to harm 
the interests of the people for the sake of their own or 
their own group's interests, thereby setting themselves 
up as typical examples of the type of corruption that 
prevails in the new era. 


Extreme individualism, as a principle of action, has had 
a certain progressive effect in history in its opposition to 
the asceticism of the church and in restoring the self- 
respect of the common people. However, following the 
establishment of the capitalist order, it came to display 
its extremely cruel character as it became the tool for the 
interests of the bourgeoisie and in the defense of exploi- 
tation. Extreme individualism is absolutely incompat- 
ible with collectivism, the principle that we have been 
advocating all along, namely the lofty ideology and 
ethics of serving the people wholeheartedly and never 
acting out of self-interest, but acting for the benefits of 
the people. Extreme individualism is a kind of corrosive 
effect, a virus that produces corruption, and which in 
due course will entail the greatest dangers for the con- 
struction of our socialist material and spiritual civiliza- 
tions. Especially during the process of reform and 
opening up to the outside world, when institutions and 
mechanisms are not yet firmly in place and fully per- 
fected, and when our work still has some loopholes and 
weak links, the situation provides fertile soil and favor- 
able conditions for the growth of extreme individualism. 
We have to admit that some persons have entered party 
and government organs out of motives that have not 
been pure in the first place. They did not bear firmly in 
mind that the aim is to serve the people wholeheartedly, 
and they don’t have the sense of being servants of the 
public. Extreme individualism fits in readily with the 
appetite of such people, as it will immediately awaken 
and bring out latent desires in them, causing serious 
damage to the image of party and government, and also 
serious losses in the wealth of the people. We must, of 
course, respect the interests of the individual, the 
problem is only that one’s own small particle of private 
interests must not be regarded as more significant than 
the interests of the state and the interests of the people. 
This is a matter of principle. 


The major precondition for the radical elimination of 
corruption is to firmly oppose and check extreme indi- 
vidualism on the ideological front. Every person's mind 
must be armed with the ideology of collectivism, and the 
principle must be firmly impianted in people's minds 
that the interests of the party and the interests of the 
people must have precedence in all actions. Corruption 
is an absolutely curable malaise. As long as we keep 
firmly in mind that the aim is to serve the people 
wholeheartedly, as long as we consciously oppose and 
check the erosion of the ultra-individualistic ideology, 
we Shall certainly be able to put a stop to money worship 
and achieve victory in our fight against corruption. 
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Links to ‘Money Worship’ 
94CM026B Beijing GONGREN RIBAO in Chinese 27 
Sep 93 p 3 


[Article by Li Muzhi (2621 3668 0039): “Extreme Indi- 
vidualism Is the Source of Money Worship”] 


[Text] Money worship, hedonism, and extreme individ- 
ualism are once more being vehemently condemned by 
the people in speech and in writing. A careful analysis 
will reveal that there is a close, progressively increasing 
causal relationship between these three “isms.” Why 
would people “worship money”? Why would they bra- 
zenly lust for wealth and rob and steal to get it? It is for 
the enjoyment of pleasures. Of course, they don't do it 
for the pleasure of the collective or the people, but for 
their own private pleasure. Why, again, is that so? It is 
because of extreme individualism. Money worship and 
hedonism are twins born of extreme individualism. In 
philosophical terms, money worship and hedonism are 
the outer form and extreme individualism is the essence. 
Or, we may say, extreme individualism is the root cause 
for the growth and spread of money worship and hedo- 
nism. It reminds people of the old saying: individualism 
is the cause of a thousand evils. 


Viewed from a different angle, the various negative and 
decadent phenomena that are presently showing up in 
society, such as corruption, bribery, smuggling, fencing 
of smuggled goods, misuse of credit cards, etc. have 
already assumed extremely serious proportions. The 
misdeeds of Liu Qingshan [0491 7230 1472] and Zhang 
Zishan [1728 1311 0810}, who in those days were 
executed for having embezzled several hundred million 
yuan of public money (of the old currency system, which 
would make it several ten-thousand yuan of present 
currency) pale into insignificance in comparison with 
today’s people who have embezzled millions upon mil- 
lions. The execution of Liu Qingshan and Zhang Zishan 
shocked everybody and the deterrent force persisted for 
several decades. However, today not even eight or ten 
criminals have been executed in connection with those 
big and important cases of embezzlement involving huge 
sums, but what great deterrent has that been? What great 
“soul-stirring effect” have these executions had? It seems 
people’s senses have become dulled to the point that 
Comrade Jiang Zemin [3068 3419 3046] has had to issue 
the following sincere, earnest, as well as urgent appeal: If 
we allow the “virus” of corruption to freely develop, “it 
will send our party to its grave, it will send our people's 
regime to its grave, and will send the great undertaking of 
socialist modernization to its grave.” If corruption is not 
eliminated, the country will have no peaceful days any- 
more. In ancient times, the fall of nations has always 
been due to corruption. The reason why corruption 
could develop to this serious stage is the growth and 
spread of the ultra-individualistic ideology in the minds 
of certain people. No person is corrupt by birth. If we 
carefully examine the way in which corrupt persons have 
developed into the various types of criminals, it 1s easy to 
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see that the ghost of extreme individualism seduced 
them and dragged them step by step into the deep abyss 
of decadence and crime. 


Opposition to extreme individualism is therefore a 
necessity in our fight against money worship and hedo- 
nism, a necessity in our giving battle to corruption, and 
also a necessity to ensure the sound development of 
reform and opening to the outside world and to accom- 
plish our modernization project. 


Anticorruption Symposium Held in Beijing 


94CM0045A Hong Kong TA KUNG PAO in Chinese 
28 Sept 93 p 8 


{Report by staff reporter Li Binghua: “To Fight Corrup- 
tion We Must First Enhance the Legal System—A Short 
Report on the Symposium on Punishing Corruption, 
Held in Beijing”) 
[Excerpts] Beijing, 27 September special dispatch— 
[passage omitted] 


The Symposium on Punishing Corruption and Building 
the Legal System, attended by many government agen- 
cies and enterprises in Beijing. was held recently. [pas- 
sage Omitted] 


According to the common view of the participants, the 
main manifestation of corruption in the present period is 
the exchange of power for money, a problem which is 
embodied by the persistently high rate of crime for 
government officials and employees, and the main way 
to suppress corruption should be to check and supervise 
power. 


According to a document provided by the symposium, in 
January-August this year 1,942 party and government 
cadres, including 141 judicial workers, were found to 
have violated criminal laws. 


According to Wu Daying, director of the Political Sci- 
ence Institute of the Chinese Academy of Social Sci- 
ences, corruption is an age-old phenomenon, and was 
Originally the product of the exploitation system cen- 
tered on private ownership; the causes of its develop- 
ment in China in recent years have been multifaceted. 
We must not confine efforts to treating symptoms alone. 
Only by trying to achieve comprehensive improvement 
through using various means of fighting corruption and 
promoting clean government will it be possible to be 
effective; in this respect, enhancing the legal system is 
the most fundamental work. Wu put forward proposals 
relating to three spheres: 


First, establish and perfect power-checking mechanisms, 
so that all powers will be exercised in accordance with 
the law. According to Wu Daying, in China the owner of 
power is the people, but the owner of power and the 
exerciser of power are separate. If the exerciser of power 
i$ Not supervised and checked, then corruption becomes 
likely or inevitable. The corruption phenomenon its in 
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most cases linked to a loss of control over power or 10 the 
abusing of power. To fundamentally eradicate corrup- 
tion, we must establish power-checking mechanisms. 
There should be legal norms governing the exercise of 
power by the power-holding agencies, and imposing legal 
rules concerning the responsibilities and duties of the 
power-holding agencies so that government officials and 
employees will work under the effective supervision of 


the people. 


Second, establish a complete legal system governing the 
matter of promoting clean government. In particular, we 
must formulate a unified, general, and comprehensive 
clean-government law as soon as possible so that no 
corruption phenomenon may escape legal punishment; 
in this way it is also possible to avoid subjectiveness and 
willfulness in anticorruption efforts. Such a law should 
provide both deterrence and guidance, should be both 
feasible and workable in practice, and should also be 
both stable and authoritative. 


Third, accelerate the perfecting of the legal system gov- 
erning socialist market economy, and use legal means for 
suppressing power-based economy. In the future, when 
adopting or implementing an economic measure, we 
must consider supporting legal safeguards. A situation 
where the construction of the legal system always lags 
behind economic measures will result in people 
exploiting loopholes in laws. 


As pointed out by some other speakers, in view of the 
realities and needs at present, such laws as an anticor- 
ruption and antibribery law and civil servant property 
declaration law as well as an extensive supervision law 
are urgently needed. It was hoped that the legislative 
organs would seriously consider this issue. At the same 
time, it is also necessary to emphasize that we must abide 
by the law to strictly enforce the law and to hold 
law-breakers responsible, and that we must develop a 
judicial force which is of a high quality and which strictly 
enforces the law. As pointed out by some, in China 
banquets cost 80 billion yuan in public funds each year 
and the broad masses are totally disgusted with the 
practice of giving banquets; it is very thought-provoking 
that the 70-plus documents on suppressing the practice 
of giving banquets issued by the State Council, which can 
be made into a booklet, have been unable to stop the 
problem of giving banquets from getting ever more 
serious. 


Problems of the Disabled Under Market Economy 


94CM0045C Hong Kong MING PAO in Chinese 
27 Sep 93 p Al4 


[Unattributed article: “Social Problem’’} 


[Excerpts] The over 50 million disabled people on the 
Chinese mainland are watching with fear and uncer- 
tainty the transition to a market economy currently 
under way. The imperfections in the mainland’s social 
security system, the imperfections in the system of 
market economy, and the imperfections in society's 
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understanding of the disabled and in society's ideas on 
protecting the disabled have created heavy psychological 
burdens on the disabled. This has become a potential 
social problem on the mainland which should not be 
ignored. [passage omitted] 


According to a briefing provided by the relevant depart- 
ment of the Chinese Federation of the Disabled, pres- 
ently only 2.6 percent of the 50 million disabled people 
on the mainland are supported by the state; 67.08 
percent are supported by parents, relatives, and friends: 
and 30.27 percent are supported by themselves. The 
employment rate for the disabled people with the ability 
to work 1s only 50 percent in the urban areas, and 60 
percent in the rural areas. Nationwide two million dis- 
abled people with the ability to work are unemployed. 
Those who have become disabled because of work- 
related accidents now account for one percent of all 
employees nationwide. That briefing also admits that a 
substantial number of disabled people have been fired in 
the course of economic competition in recent years. On 
one occasion an urban district in Shanghai fired 7,000 
disabled workers, most of whom had become disabled 
because of work-related accidents. In Beijing Munici- 
pality over 90 percent of the disabled people are now 
living under the “poverty line.” 


Many people on the mainland admit that Deng Pufang. 
a son of the CPC’s senior leader Deng Xiaoping, has 
brought blessings to the 50 million disabled people. 
Under the leadership of Deng Pufang. the Chinese 
Federation of the Disabled and the China Fund for the 
Disabled have all along been making vigorous efforts to 
urge governments at all levels to pay attention to and 
resolve problems besetting the disabled people in China, 
but have been encountering great difficulties. According 
to Liu Xuedong, director of the planning and finance 
department of the Chinese Federation of the Disabled 
and secretary general of the China Fund for the Dis- 
abled, China is different from some “welfare states” in 
northern Europe, and ts of the “work welfare type”: the 
focus is on helping the disabled people develop their 
labor potentials so that they can support themselves by 
utilizing their ability to work. Those who do not have the 
ability to work but who have families are to be mainly 
supported by the families, with the state providing some 
living-related safeguards. Only those who have neither 
families nor the ability to work will be supported by the 
state. Disabled people of this category number over |.4 
million. According to statistics, the mainland now has 
over 40,000 welfare enterprises designed to employ 
disabled people, and over 700,000 disabled people are 
employed by those enterprises. In addition over 40,000 
disabled people are now working as self-employed 
workers engaged in labor service, repair, merchandising, 
and other service businesses. 


With regard to developing the education of the dis- 
abled, according to a source, nearly 70 percent of the 
disabled people are illiterate; the school-attendance 
rate for blind and deaf children is less than 6 percent: 
and the school-attendance rate for retarded children 
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1s Only three per thousand. On the mainiand at least 
1.5 million blind, deaf, and retarded school-age chil- 
dren do not need special education as far as their 
compulsory education is concerned. Currently, all 
provinces have schools for blind children and schools 
for deaf children. Some large cities have opened 
schools for retarded children. Some universities have 
set up special education departments for disabled 
people. In recent years, cumulatively over 4,000 dis- 
abled young people have attended regular universities 
and colleges; 8,000 disabled young people have 
attended regular secondary professional and technical 
schools. Currently the average school-attendance rate 
for disabled children has reached 25 percent, and the 
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rate is as high as 40-60 percent in some coastal 
developed regions and large cities. 


In order to make sure that disabled people are employed, 
the National Federation of the Disabled began to imple- 
ment “the system of scattered, proportional employ- 
ment™ nationwide in 1992, on the basis of learning from 
Japan and Canada. That is, an enterprise is required to 
have disabled people constitute 1.5 percent of its work 
force; otherwise, the “disabled employment levy” would 
be imposed, and the funds thus collected would go to the 
local federations of the disabled. Trial operations are 
now being carried out in nine cities and four provinces 
on the mainland. [passage omitted] 
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New Information Bureau Head Jason Hu Profiled 


94CM0014A Taipei TZULI WANPAO in Chinese 
12 Sep 93 p 2 


[Article by Wang Ying-ming: “Jason Hu, Government 
Beautician”™] 


[Excerpts] [passage omitted] Jason Hu entered the polit- 
ical arena as a scholar in 1991. Appreciated by President 
Li Teng-hui for his ability, he was appointed deputy 
director of the first bureau and press secretary of the 
office of the president. Later he became the director- 
general of the Government Information Bureau of the 
Executive Yuan. Changing his career from a scholar to a 
government official, he has shown his competence after 
only working for the office of the president and the 
Executive Yuan for a short period of three years. [pas- 
sage Omitted] 


Jason Hu was born in 1948. His father was a military 
officer of middle rank. Jason lived in a model military 
housing area in Taichung, Taiwan, in his childhood up to 
the time when he was about to graduate from primary 
school. His father always imposed military discipline on 
his children. The children could only give their father 
three different answers—“yes,” “no,” or “I am wrong.” 
Jason's childhood was always falling under the influence 
of his father’s military discipline, because he “loved to 
talk back.” 


Jason Hu grew up in accordance with the general pattern. 
He went through middle school and studied 1n college. 
After graduating from the No. One Middle School in 
Taichung, he was admitted into the Department of 
Diplomacy of the National Chengchih University which 
was his college of first choice. He went through a period 
of twists and turns during his studies abroad because of 
his plain family background. First of all, he was short of 
money. Although he was given admissions by the well- 
known University of California in Berkeley and the 
Columbia University, he attended the University of 
South Carolina on a full scholarship. He got a Master's 
degree from the University of South Carolina, but he had 
no money to pursue doctoral studies at Harvard. After he 
worked as a lecturer for one year, he filed an application 
with Harvard, and even paid his student deposit. How- 
ever, he left the United States and returned to Taiwan in 
a hurry to visit his ailing father. His father passed away 
after several months. and after that he forgot about 
Harvard. Later he was admitted by the London College 
of Politics and Economics in Britain, but it took him as 
long as four months to get a British visa. By the time he 
arrived in London, the college had already started its 
classes for a month. He was told by the college adminis- 
tration to “pack up and go back to Taiwan” and then 
come back in the next year. Believing that “‘a man who 
vows to leave one’s country should not go back without 
achieving his goal,’ he temporarily entered a college to 
repeat some courses, but somehow he failed to get a 
Master's degree. Later, he got a transfer to Southampton 
University. Studying hard for one more year, he got his 
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degree. Afier studying in various less prominent colleges 
in the United States and Britain, he finally settled down 
at the prestigious Oxford University. His academic life 
shows him as young man who works hard for advance- 
ment without much help from his family. 


When Jason Hu was studying in the United States in 
1972 and 1973, he once returned to visit his relatives in 
Taiwan where he met a family friend Shirley Shaw Hu at 
a gathering. She was a TV actress who played a role in the 
television drama “On the Changpai Mountains.” With 
the encouragement of his father, he started to date 
Shirley. After courting her for half a year, he married this 
gentle girl who used to live in a neighboring village when 
he was a child and whom he had never dreamed of 
meeting again. 


After graduating from Oxford University, Jason Hu did 
some research work at St. Anthony's College. Inspired by 
Han Lih-wu, Chairman of the Board of the Association 
of Human Rights of China, he returned to Taiwan in the 
next year to become the secretary-general of the 
Republic of China Chapter of the World League for 
Freedom and Democracy. Later. he worked as a pro- 
fessor and deputy director of the Sun Yat-sen Academic 
Research Institute of the National Sun Yat-sen Univer- 
sity for several years. In 1991, he acted as deputy bureau 
director of the office of the president, substituting as 
presidential interpreter because Kuo Hsiao-chun was 
pregnant at that time. Later he was officially appointed 
by President Li Teng-hui as deputy director of the first 
bureau of the office of the president, thus beginning 
another phase of his official career. Jason Hu is certainly 
different from the three previous English secretaries in 
the Chiang Ching-kuo Era—Foreign Minister Fredrick 
Chien, Provincial Governor Soong Ch'u-yu and Minister 
of Justice Ma Ying-chiu, all of who had impressive 
family backgrounds. His academic position and political 
career are the fruits of his vigor and hard work and 
opportunities. 


In fact, when Jason Hu was studying under the depart- 
ment of diplomacy of the National Chengchih Univer- 
sity, he had continuously participated in various activi- 
ties. During his sophomore year, he was elected 
executive secretary of the College Students for UN 
Membership. He was a national student leader at the 
campus. During his senior year in 1970, the United 
Nations held a World Youth Convention. He was chosen 
to lead five young deputies to attend the convention held 
in New York. During that year. Canada and Italy recog- 
nized the Chinese Communists. In the next year (1971), 
the United States and the Chinese Communists engaged 
in ping pong diplomacy. The United States then recog- 
nized the Chinese Communists instead of us. We with- 
drew from the United Nations. This youth convention 
was held on the eve with the Chinese Communists 
replacing us in the Uniied Nations, and a struggle took 
place at the convention between the Communists and 
the anti-Communist forces. During this convention, the 
Chinese Communists demanded that they be listed as a 
“nonmember™ state on the basis of the principle of 
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membership generalization. At a committee meeting of 
the youth convention, the Soviet Communist Party 
continuously protested that the Chinese youths might 
represent the Republic of China or Taiwan, but they 
could not call themselves the representatives of China. 
Jason Hu and other youths used their right to speak up to 
expose Chinese Communists’ real intentions. During the 
convention, Jason Hu was so excited that he tried to 
mount the rostrum to address the convention. He also 
staged a walk-out in protest of the procedure. At one 
time, he grabbed the microphone for a chance to speak. 


The situation has changed after 23 years. In a recent trip 
to Europe, Jason Hu made a speech to propagate the 
principle of membership generalization, hoping that the 
Republic of China would capture a reasonable position 
in the United Nations. During his present trip to New 
York and Washington D.C., he will also mention the 
principle of membership generalization promoted by the 
Chinese Communists in the 1970°s when they joined the 
United Nations. This change in the history of Jason’s 
personal life also speaks for the historical changes in the 
Republic of China’s sovereignty, international status and 
national strength. 


Paling others by showing his ability and talents, Li 
Teng-hui stepped forward to become the president. Basi- 
cally Li Teng-hui has no power structure of his own. 
When he first assumed the presidency, his spokesman 
and Deputy Secretary-General Chiu Cheyne. Director of 
the Secretariat Chiao Jen-ho and deputy directors Jason 
Hu and Kuo Tai-chun were his “spokespersons and press 
secretaries of the first generation.”” Meanwhile, Chiao 
and Hu were the two important script writers of Li 
Teng-hui’s speeches. Also these spokespersons are the 
few people of the new generation who understand Li 
Teng-hur’s ideals in administering the government. 


It is an inside story that Jason Hu missed two opportu- 
nities in associating with Li Teng-hui befere he worked 
for the office of the president. First, when President 
Chiang Ching-kuo was promoting the new mainland 
policy, he wanted Li Teng-hui to recommend someone to 
become the secretary general of the Red Cross Society. 
Even if Li Teng-hui did not personally know Jason Hu, 
he recommended the latter, who was working at the 
National Sun Yat-sen University at that time. However, 
Chen Chang-wen was listed as the first choice, while 
Jason Hu the second one. Chiang Ching-kuo picked out 
Chen Chang-wen. This was the first opportunity that 
Jason Hu missed in starting his government career. 


Ss 
Second, when Li Teng-hui became the president, he 
asked a person to seek Jason Hu’s opinion in becoming 
the presidential English secretary. However, this person 
did not even ask Hu, he just told the president that Hu 
was not interested. President Li Teng-hui then asked 
someone else to assume the post. Later, a scholar who 
was very close to President Li asked Jason Hu why he 
was not interested in the job offered by the president. 
Only then, did Jason Hu know that the president had 
offered him the job as the presidential English secretary. 
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For the first incident, Jason Hua may perhaps try to find 
excuse to console himself by saying that he was just out 
of luck in becoming a government official. It was 
reported that factional problems among high-ranking 
officials within the office of the president might have 
made Jason miss his second opportunity. However, in 
Jason Hu’s mind, he would definitely regard this second 
incident as a “wrongful event.” [passage omitted] 


Article Criticizes ‘Chinese Chauvinism’ in Media 
94CM0014B Taipei TZULI WANPAO in Chinese 
9 Sep 93 p 19 


{Article by Shih Ping-hsi: “Also a Brazen Insult”] 


[Excerpts] The Great China chauvinist ideology of the 
authorities has dominated the “‘self-oriented” and pow- 
erful television networks, destroying ethnic self-respect, 
confidence, and the mother tongue of the Taiwanese 
people, over a protracted period of time. They have 
succeeded in insinuating that the Taiwanese people are 
an inferior ethnic group. All this is a fact known to 
everyone. 


When we turn on a television set and watch a Chinese 
program, all the handsome men and good-looking 
women, intellectuals who know how to think and guide 
others, professors, policemen who represent justice and 
the elite of society in the dramas invariably speak fluent 
standard Mandarin. On the other hand, ugly-looking 
ruffians and hoodlums, tough-looking killers of the 
underworld, betel nut-chewing drug peddlers and pick- 
pockets, wretched-looking tramps or stupid-looking 
people, girls or old prostitutes wearing wooden clogs, tax 
evaders and other shady characters speak the Taiwanese 
dialect. In addition, they mix their words with curses in 
every two or three sentences. With this kind of inharmo- 
nious intermixture of dialects, we are misled and tend to 
accept the misleading concepts that ““Mandarin-speaking 
people order others to do work, while Taiwanese- 
speaking people serve others” and that “Taiwanese- 
speaking people need the guidance of Mandarin- 
speaking people.” This has created an inferior complex 
for Taiwan's mother tongue, culture and ethnic group, 
and made a large number of people of the new generation 
feel that being a Taiwanese is a shame. This kind of form 
used by the mass media to “use the Taiwanese dialect 
with a motive” is called by the fine-sounding term of 
“localization.” Nevertheless, it is an extremely clever, 
devious plot to destroy the soul and dignity of an ethnic 
group. 


This kind of violent means to brazenly insult and slander 
the Taiwanese people and seriously distort their image is 
all conquering like strong acid eroding a piece of iron, 
but again all this is nothing new. 


Slightly after 2100 hours in the evening of 25 Augusi, a 
short feature fiim on traffic safety was shown on a 
Chinese Television System frequency channel. This fea- 
ture film was made by the Kaohsiung City Government. 
The leading role in the film was a Mandarin-speaking 
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man. Besides narrating traffic regulations, he also guided 
traffic on the street corner in the film, and dissuaded 
from violating traffic regulations an old lady from 
walking a dog outside of the pedesirian crossing bound- 
aries, pedestrians dashing a red light, and drivers in 
illegally parked cars. The man who played the leading 
role in the film spoke Mandarin and tried hard to 
dissuade the traffic violators, while ugly-looking 
offenders spoke Taiwanese, expressing their determina- 
tion to intentionally ignore traffic regulations and 
showing no signs of remorse in making mistakes. The 
sharp contrast on the scene disturbed my son who 1s a 
third grader in a local primary school. He asked me in 
dead earnest: “Dad, why are we, Taiwanese. so disap- 
pointing’? Why don’t ail the Taiwanese-speaking people 
abide by rules?” | bitterly replied: “We, Taiwanese, are 
not bad at all. Facts about us have been distorted, and we 
have been smeared and insulted. That 1s all.” 


At that time, what happened 30 years ago when I was 
primary school student myself came to my mind. When- 
ever fellow students spoke Taiwanese, many of those 
primary school teachers who wanted to play safe, and 
knew how to obey orders only by daring to think with 
their own stomachs or knees, slapped these students, 
fined them 50 cents each and made them stand still at 
the rear of the classroom. [passage omitted] 


Editorial on Gaining UN Membership 


93C MO014C Taipet TZULI WANPAO in Chinese 
14 Sep 93 p 3 


{Editorial: “Countrymen Should Work Hard for UN 
Membership’—TZULI WANPAO Telephone Inquiries 
Show That Many Nations Are Willing To Help Taiwan] 


[Excerpts] Since the beginning of this year, the issue of 
Taiwan's UN membership has gradually become one on 
the political agenda instead of the public agenda. The 
Chinese Communists’ new white paper “The Taiwan 
Question and Reunification of China” reaffirmed that 
Taiwan is an inalienable part of China, while brazenly 
reyecting Taiwan's UN membership. Nevertheless, this 
arrogant attitude of the Chinese Communists has failed 
io cow the people in Taiwan. It has kindled a common 
hatred from the government and the people. Groups 
have been formed to go to the United Nations to carry 
Out various propaganda activities and express their 
determination 


In recent years, TZUL] WANPAO had carried many 
reports and commentaries on Ta,wan UN membership. 
At the end of July. our special correspondent stationed in 
the United States has been assigned to cover this subject. 
With the support of the Asian Resources Center, the 
Society of Tarwanese Public Affairs and other organiza- 
tions, we made telephone inquiries to 184 UN delega- 
tions. The results show that 29 nations would clearly 
support Taiwan in joining this world community, while 
only 12 nations have explicitly voiced their opposition. 
The great majority of the nations adopted a wait-and-see 
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attitude or had reservations. From these telephone 
inquiries, we Can summarize our understanding into the 
following two categories: 


The first is the degree of understanding towards the 
Republic of China. Thirty two nations regard ~ aiwan as 
a nation, while 35 nations believe that Taiwan is “a part 
of China.” The two figures are quite close to each other. 
However, most of the nations only have a hazy notion or 
know nothing about the term “ROC,” or mistake it for 
the official name of the People’s Republic of China. In 
addition, no country supporis the name of the “Republic 
of China in Taiwan.” The great majority of the nations 
believe that to directly use the name of Taiwan in joining 
the United Nations is more feasible and that it wou!d be 
better to let the people in Taiwan decide the official 
name of their nation for UN membership themselves. 
The second is the fact that the five UN Security Council 
members and most of the nations ‘hat have established 
diplomatic relations with the Chinese Communists 
either do not support Taiwan to join the United Nations 
or pointed out that the application for UN membership 
should be sent out after the two sides of the Taiwan 
Straits consult with each other on this issue first. 


After analyzing the telephone inquiries on the issue of 
Taiwan’s UN membership, we must solemnly point out 
that to join this world community, the people in Taiwan 
must work hard to achieve the following targets: 


First of all, those nations in the world which have 
diplomatic relations with the Chinese Communists still 
“recognize,” “admit” or “respect” the fact that Taiwan 
is a part of China. Actually Taiwan is Taiwan, and China 
is China. The People’s Republic of China which has been 
recognized by most of the nations in the international 
community to represent China has never ruled Taiwan 
for a single day. Nor has it protected Taiwan for a single 
day. However, the Republic of China has effectively 
ruled Taiwan for 40-odd years after it lost the mainland 
in 1949. On the basis of this fact, we should solemnly 
inform all the people in the world that for the past 
40-odd years, Taiwan has its own people, land and 
government. It has the desire and capability to fulfill the 
international obligations, and it is imbued with the 
essential elements of sovereignty. It has already become 
an independent sovereign nation. The people in Taiwan 
will never give up their sovereignty to any government 
which claims that it would represent China’s sovereign 
rights. 


Second, our foreign and mainland policies must be built 
on the mutual understanding between the two parties 
and the majority of people in Taiwan. It is particularly 
true on the issue of UN membership. Since both the 
government and the people in Taiwan have already 
reached a mutual understanding on the issue of joining 
the United Nations, the only issue left is under what kind 
of official name should we join the United Nations. Our 
view 18 that our nation’s existence and development are 
most important, that we should try anything to expand 
ourselves in foreign affairs under whatever name we may 
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use. We have already changed our official name and the 
national flag to join international organizations and 
participate in various international affairs. If the chance 
of joining the United Nations under the name of Taiwan 
is larger than that in using the name of the Republic of 
China to return to this world community, our govern- 
ment and people should put aside the dispute between 
reunification and independence, and proceed without 
hesitation to carry out the work for UN membership 
under the name of Taiwan. 


In conclusion, there is no need for reticence that right 
now we will meet with the strong opposition and veto 
from the Chinese communists, when we try to regain UN 
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membership under the name of the Republic of China or 
join the United Nations under the name of Taiwan. 
Therefore, we support all the measures adopted by the 
government to improve relations with the mainland. On 
the one hand, we must make more friends by strength- 
ening economic ties and maintain good relations with 
other countries in the world, while on the other hand, we 
must work hard to improve the relations between the two 
sides of the Taiwan Straits so as to respect and help each 
other on the basis of the principle of equality and mutual 
benefit, and co-exist and seek common prosperity in the 
international community and in various international 
organizations. 
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Stock Market Lists PRC Shares 


94CE0057A Hong Kong CHING CHi TAO PAO 
[ECONOMIC REPORTER] in Chinese No 36, 
13 Sep 93 pY 


[Article by Chu T’ung (2612 0681): “Hong Kong Stock 
Market Introduces Inland State-Owned Enterprises’ 
Benefits and Risks”] 


[Text] During July and August 1993, Qingdao Beer, 
Shanghai Petrochemicals, Guangzhou Shipbuilding, and 
Beiren Printing—all inland state-owned enterprises— 
were listed on the Hong Kong Stock Exchange. Inevi- 
tably more inland state-owned enterprises will be listed 
on the Hong Kong Stock Market in the wake of this 
precedent. What impact will this trend have on the Hong 
Kong Stock Market? I believe this is a question about 
which people in Hong Kong are interested. 


Good Industrial Stocks at a Fair Price Are What the 
Hong Kong Stock Market Needs 


The inland state-owned enterprises that have been listed 
on the Hong Kong Stock Exchange so far are all key large 
and medium size enterprises. They are supported by 
state policy, have plentiful assets, their administration 
and management is good and they are rather strong 
technologically, the market prospects for their products 
are good, and their profits are higher than in similar 
industries. One might say that they are government 
“nets.” Take Shanghai Petrochemicals, for example. 
This enterprise, which was founded in 1972, received 4.4 
billion yuan in state investment by 1986. It imported 
large equipment for the steady expansion of its scale of 
production to become one of the largest petrochemical 
enterprises in China today. In 1990, its profits totaled 
290 million yuan, increasing to 443 billion yuan in 1992, 
with an average annual 23 percent increase. Of the 1.68 
billion H shares it has listed on the Hong Kong Stock 
Exchange, 840 million shares have been issued in Hong 
Kong at a price per share of HK$1.74. The estimated 
price to earnings ratio is 13.8, and the interest rate is 
approximately three percent. No one who understands 
the inland state-owned enterprise situation is concerned 
about Shanghai Petrochemicals’ profit prospects. 


The Hong Kong Stock Market has developed rapidly 
during the past several years, its current market value 
amounting to more than HK$1.7 trillion. However, 
there is an overemphasis on real estate shares, which 
account for about 30 percent of the total, while industrial 
shares account for only '0 percent, most of which are for 
light industries. This is not a good situation. The listing 
of large Chinese industries. particularly heavy industries, 
is extremely beneficial to expansion of the Hong Kong 
Stock Market's base and increasing its attractiveness. 


The effect of the listing of state-owned enterprises on the 
Hong Kong market should have been good, but some 
stock offers did not do as well as expected. Most surpris- 
ingly, Shanghai Petrochemicals shares were only 0.73 
times oversubscribed in Hong Kong. This was due to 
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poor timing. The shares were listed at a time when China 
announced a revamping of tis financial markets, and the 
institution of macroeconomic regulation and control. 
The Hong Kong market is very sensitive to such major 
changes. Furthermore, Hong Kong stock buyers are not 
very familiar with inland state-owned enterprises, in 
addition to which the listing company lacked experience 
in public relations and publicizing offerings. As a result, 
the true value of the shares was not fully reflected in the 
market. However, after a time, the quoted price of the 
shares rose rapidly, causing many people who had not 
subscribed to sigh with regret at having missed out. 


Shock Effect on the Hong Kong Stock Market 


The Hong Kong Stock Market today ranks sixth or 
seventh in the world in terms of capital market value. If 
Hong Kong’s position as an international financial 
center is to be maintained, and Hong Kong's prosperity 
and stability advanced, its stock market must develop 
further. The Hong Kong Stock market cannot be devel- 
oped solely by relying on its own strength; it must 
expand outward. As the fastest developing economy in 
the world, the Asia-Pacific region is bound to become the 
main arena for the Hong Kong Stock Market's future 
development. 


Investors throughout the world look with favor on future 
prospects for the development of China’s economy. They 
are looking for ways to expand their participation in the 
Chinese investment market in order to share the China 
“cake.” Although a stock market has been established in 
inland China, it is not yet sufficiently mature. It cannot 
match Hong Kong in the degree of its internationaliza- 
tion and standardization. The direct listing in Hong 
Kong of state-owned enterprises accommodates interna- 
tional investors. More importantly, it eliminates their 
concerns about the effects of political factors. The posi- 
tion of Hong Kong in their eyes rises at the same time; 
thus more international funds will surge into Hong Kong 
to spur the internationalization of the Hong Kong Stock 
Market. 


The Hong Kong listing of inland state-owned enterprises 
provoked a strong response from financial securities 
dealers in Taiwan. They found inspiration from it. Hong 
Kong was not just a springboard for Taiwan traders’ 
investment in mainland enterprises but also a stepping 
stone for investment in mainland securities. Conse- 
quently, Taiwan securities companies waited for a 
chance to move. Taiwan Registered Securities (Hong 
Kong) Limited was first to spring into action. It formally 
opened for business in Hong Kong not long ago. Ching- 
hua, Jih-sheng, Ch’un-i, Chung-hsin, and Chin-ting secu- 
rities companies also intend to come to Hong Kong, and 
they have sent people to Hong Kong to conduct a survey. 
Because of the limitations that the Taiwan authorities 
impose, although Taiwan securities companies are 
coming to Hong Kong, they cannot move too fast, and 
they are a long way from being able to compete against 
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others in the same business in Hong Kong. Nevertheless, 
this trend is not without benefit for the prosperity of the 
Hong Kong Stock Market. 


Beginning in 1993, inland enterprises have steadily listed 
stocks on the American market or have issued some 
shares in the United States. Some American securities 
traders are extremely active in inland China, but some 
firms do not understand the Hong Kong Stock market 
very well. They tend to seek far and wide for what lies 
close at hand. The successful listing in Hong Kong of 
large inland state-owned enterprises increases the inter- 
national competitiveness of the Hong Kong Stock 
market, and provides powerful support for listings in 
Hong Kong by enterprises throughout the Asia-Pacific 
region. 


Poll Shows Disapproval of Civil Service 
Localization 


940016A Hong Kong TA KUNG PAO in Chinese 
20 Sep 93 p Il 


[TA KUNG PAO report: “Over 70 Percent Interviewees 
Oppose Localization of Overseas Civil Servants” —a poll 
conducted by Liberal Democratic Federation of Hong 
Kong] 


[Excerpts] A poll conducted by the Liberal Democratic 
Federation of Hong Kong on the policy of “localization 
of overseas civil servants” shows that more than 70 
percent of the interviewees disagree with the Hong Kong 
government to renew contracts for overseas civil ser- 
vants on local conditions. They believe that this would 
affect the goal of “letting Hong Kong people rule Hong 
Kong” and undermine the smooth transition of Hong 
Kong. 


The “Liberal Democratic Federation” believes that the 
relevant policy would affect the existing fine structure of 
civil service, breaks the confidence of the civil servants 
and undermine the smooth transition. It believes that 
there 1s no good reason for the Hong Kong government 
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to advocate the policy of localizing overseas civil ser- 
vants. Nor is it acceptable by the people in Hong Kong. 
The Hong Kong government should not cling stubbornly 
to its course. It should make concrete efforts to imple- 
ment the policy of civil service localization as soon as 
possible. 


This poll was conducted at the end of August at the Star 
Ferry and other areas, and a \otal of 4.048 inquiries were 
collected. The poll shows that over 60 percent of the 
interviewees supported the private bill proposed by the 
Legislative Council members to prevent the foreign civil 
servants from becoming local civil servants. Over 70 
percent of the interviewees disagree with the policy on 
renewing contracts and agreed with those who urge the 
Hong Kong government to abandon the relevant policy. 


Nearly three-fourth of the interviewees believe that this 
action taken by the Hong Kong government may affect 
the goal of “letting Hong Kong people rule Hong Kong”; 
62 percent of them believe that this action would 
“undermine” the smooth transition of Hong Kong in the 
future; and nearly 80 percent of them believe that this 
action would shatter the morale of the local civil servants 
and hinder the process of localizing civil servants. 


Nearly 70 percent of the interviewees believe that with 
the strong opposition from various political groups and 
civil servants, the Hong Kong government still persists 
in implementing this new policy. All this does not 
conform with the so-called principle of “justice, open- 
ness and Hong Kong people’s acceptance” promoted by 
the Governor of Hong Kong. 


Cho Shiu Wai, Executive Committee member of the 
“Liberal Democratic Federation” said :hat the Liberal 
Democratic Federation would forward through the 
XINHUA News Agency Hong Kong Branch, the results 
of the poll to the Hong Kong and Macao Affairs Office of 
the State Council. Meanwhile, it would also deliver the 
results to the Hong Kong governor. The Liberal Demo- 
cratic Federation hopes to meet with officials of the 
Department of Policy Making of the Hong Kong govern- 
ment to discuss the relevant policy. [passage omitted] 
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